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 ACADEMIA IN

TRANSITION ™

Mid-Career Change .
or Early Retirement

Carl V. Patton

When research is changing from a chal-
. lenge $ac a chore, new ideas in your
field don’t seem particularly relevant,
or uther interests are competing for
your time, what options do you have?
Can you change fields, or is early re-
- tirement for you? Does your institu-
tion offer an early retirement plan or
support- career retraining? Under what
conditions? What has been the experi-
ence of other universities and aca-
demics with early retirement and mid-
career change?
These are the basic questions ad-
dressed by Carl Patton in ACADEMIA
IN TRANSITION, a timely, informa-
tive discussion of the impact of early
retirement plans and career change on
the professional and personal lives of -
professors and on the manpower and
fiscal structures of the universities
they serve. Recently adopted incentive
programs for early retirement, along
with mid-~areer change programs,are
examined in depth by the auther.
The dollar costs of change, the human
eloment, legal and administrative conse-
quences, and the impact upon the age
structure of university faculties are
some aspects of the problem Patton
deals with in his studv. Accounts of
over fifty of the firsi academics who
took special early retirement options
l provide valuable data on the financial,
O _social, and psychological effects of
EMC early retirement. 5
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PROFESSOR GPEEN

For almost thirty years Professor Green v .s an active, productive
member of his department. Early in his career he regularly taught large
introductory courses and smaller advanced seminars, and he supervised a
number of doctoral candidates. His research was respected; he published
regy larly; and he held his share of committee assignments, including a
stint as chairman of his department.

But things changed in recent years, and Professor Green did not
keep pace. New researchers in his field and in his department (some had
even been his students) were carrying on experiments that Professor
Green had difficulty understanding. The mathematical models were
beyond his grasp. As Professor Green admitted, ‘‘I was no longer on the
forefront of my field; I really hadn’t been for quite a while. It was diffi-
cult pretending I was.”’ .

“My course wasn’t popular anymore,”’ hé continued. ‘‘One quarter
no one signed up for it; another time only a handful of students. . . .
Mostly I was doing research, but then my grant ran out, and I couldn’t
find anyone who was interested in funding my work. . . . I felt that I
might as well retire; there wasn’t much use in going on. There really
wasn’t much for me todo.”

But Professor Green realized he could hot retire. Although he had
been wth the university for many years, he was still three years away
from mandatory retirement. If he retired now, his pension would be
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2 INTRODUCTION

-smaller than the one he would receive if he waited until mandatery retire-

1

ment. Retiring early would also mean that he wauld have to live on that
reduced pensio income for an extra three years. It was out of the ques-
tion. *‘I reully hadn’t thoughtsabout retiring before {the mandatory
retirement az¢]. I didn’t do angthing to plan for it because I hadn’t seri-
ously consicered retirement until my grants ran out and®udents were no
longer interesced in my courses. ™’

About this time, however, Professor Green’s university was institut-
ing a special eariy-retirement arrangement. It had recognized the prob-
lems faced by persons like him, and it was also in&eresled in finding ways
tc open the faculty ranks to younger academics, women, and minorities.
So one spring afternoon Professor Green's department chairman spoke
to him about an arrangement which would allow him to retire early, with
the university making up the shortfall in his pension. ‘‘The department
chairman brought it up,”’ reported Professdr Green. ‘‘He suggested that
I could fit .nto the exrly retirement program. . . . It really wasn’t an
option.”” Thus. Professor Green retired several years before he had plan-
ned. His early retirement freed him from an unhappy situation while
opening the un ‘ersity’s ranks to new employees with skills morg in
demand.

While some universities and colleges have started to experiment with
incentive early-retirement options, other universities have begun to
explore the teasibility of mid-career change programs. Rather than
encouraging academics to retire carly, these mid-career change programs
attempt to help professors prepare for a career in another field or profes-
sion.

Concerned about acad=mia’s diminishing ability 1o hire young scien-
tists, the Nacional Science roundation sponscred research on alternative
incentive ea:ly-retirement and mid-career change programs.' The investi-
gation had two purposes. The first was to collect information useful to
colleges and universities seeking short-run solutions to the staffing prob-
lems caused by wieir slowing growth rate. The second purpose was to
assemble information useful to individual academics contemplating early
retirement or career change.

What early-retirement and mid-career change options are possible?
How effective are they? Whai are their costs? What does early retirement
mean to an academic? These are the basic questions addressed in this
book. By examining recentiy adopted incentive early-retirement and mid-
?reer charige programs, ve-illustrate the many facets of the issue: the

ollar costs, the human elcments, the legal and administrative aspects,
and the potential impact uzon the age structure of university faculties.

RIC
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THE PLAN OF THE BOOK 3

Interviewed for this study were the administrators of increased bene-
fits early-retirement schemes at the University of California, Colgate

-University, Indiana University, the Massachusetts Institute of Technol-

ogy, the University of Pittsburgh, and Stanford University. We also
interviewed program administrators from A. E. Staley Manufacturing;
American’ Cyanamid; Bank of America; Campbell Soup; Caterpillar
Tractor; Celanese Corporation; Consolidated Edison; Crocker National
Bank; Du Pont; Fastman Kodak; Exxon; General Foods; Honeywell;
International Business Machines; IU International; international Nickel;
J. C. Penney; Metropolitan,Life; Monsanto; PPG Industries; Quaker
Oats; Security Pacific National Bank; Standard Oil, Indiana, and West-
inghouse. Information about the increased benefits early-retirement
options of fourteen ather firms was obtained from ddta collected by
other researchers.

For information on mid-career change‘ programs, we contacted
representatives of all the firms listed above, plus United Airlines, Ameri-
can Airlines, RCA, Lloyds Bank of Los Angeles, and Boeing Aircraft. In
addition, a representative of the American Society for Training and
Development gave us an overview of training efforts in business and
industry. Information was also supplied by the administrators of two
fellowship programs: the Economic Policy Fellowships of the Brookings
Institution and the Congressional Sciemce and Engineering Fellowships
of the American Association fo the Advancement of Science. Interviews
were conducted with representatives of the State University System of
Florida and the Pennsylvania State Colleges system, which are engaged
in programs to retrain faculty members for work in new academic fields.

Our information on mid-career change and early ret.rement in the
military and civil service comes from a search of the literature as weli as
from interviews with representatives of the Department of Defense, the
Retired Officers Association, and the House and Senate Armed Services
Committees.

THE PLAN OF THE BOOK

Chapter 1 explains why colleges and universities are nterested 1n
mid-career change and early-retirement programs, and :t outlines the
various options now available.

Career options in industry, government, and academia are analyzed
in chapter 2. Unfortunately, little is being donz in the area of mid-career
change programs, although several models exist as possible alternatives.
In contrast to this limited experience are industry’s long 1nvolvement and
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academia’s more recent experience with early retirement schemes. After
reviewing this experience, we discuss the military and civil service pen-
sion system provisions, believed by some to be useful models for acade-
mia. . ’

Since the decision to Tetire early is such an important personal con-
sideration, chapter 3 is devoted to an analysis of the experiences of
seventy of the first hundred or so persons who wers induced to retire
early. Why did they agree to retire early? Are they satisfied with their
decisions? How has early retirement affected their general well-being and
professional activity? Looking back, how do these persons evaluate the
programs under which they terminated?

Universities and colleges have shown interest in early retirement
because they hope, despite severe financial constraints, to find a way to
hire new employees with needed skills. One source cf expected revenue is
the salary line released by the early retiree. Do early-retirement schemes
free funds with which to hire new employees? Which are the most cost-
effective alternatives? These questions are discussed in chapter 4.

Chapter S examines the manpower question. How will incentive
early-retirement affect the age distribution of university and college
faculties? Can early-retirement and mid-career change programs sub-
stantially modify age and talent distributions? Which variables promise
the greatest effect? The results of changes in tenure rates, death and
retirement raies, outmigration rates, and mid-career change rates are
illustrated.

Care must be taken in the design and adn.inistration of these pro-
grams, especially of incentive early-retirement schemses. Chapter 6 con-
tains a discussion of the funding requirements and tax implications of
increased-benefit retirement programs and an analysis of the legal
aspects of age discrimination.

In the concluding chapter, we sketch the policy implications of mid-
career change and early retirement, present a summary evaluation of the
early-retirement schemes, and outline a number of considerations for
colleges, universities, and faculty members contemplating these options.

NOTE

{. Carl Vernon Patton, Duane Kell, and Joseph Zelan, ‘‘A Sufvey of Institu-
tional Practices and an Assessmen: of Possible Options Relating to Volun-
tary Mid- and Late-Career Changes and Early Retrement for University
and College Faculty,”” mimeographed (Cambridge, MA: Abt Associates,
1977).
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The Rationale
for Career Options

THE STEADY-STATE

Academia’s irterest in early retirement and mid-career change pro-
grams derives to a large extent from the budgetary and manpower prob-
lems now faced by many colleges and universities. During the so-called
-‘steady-state,””’ some colleges and universities will find that they are
able to hire few young professors—the very people upon whom they
depend substantially for new ideas and rejuvenation. The problem will
be particularly acute for institutions with large percentages of tenured
faculty members, schools experiencing slow or no growth, and those hav-
ing few retirements. These institutions may find that they are unable to
respond to enrollment shifts and other changing demands. Furthermore,
the steady-state and low turnover niay make it difficult for a university to
increase the aumber of women and minority faculty members at a rate it
considers desirable.?

We will not reanalyze the implications of the steady-state here.’ Suf-
fice it to say that American higher education is now faced with a decline
in college enrollments and other problems that suggest that it will need
fewer new faculty members during the next decade at least.* Although
new students might be recruited, an increase in the demand for new
college professors is not expected.® Certain institutions are ven now hav-
ing a difficult time supplymg their current faculties with students.® Some
of the less prestigious cgmpuses of the large universities and some of the
less selective small colleges may be especially hard-pressed to attract stu-
dents during the next decade.’

13




THE RATIONALE FOR CAREER OPTIONS

University and college’administrators have shown the greatest inter-
est in eatly-retirement and mid-career change options, but these pro-
grams may be attractive to faculty members as well. Qur research
suggests that, over the years, some faculty members (perhaps a small pes-
centage) may become less productive and less interested in teaching, that

~ some may want to undertake different activities before they retire, and

that for a variety of reasons some professors desire to change careers or
retire earlier than originally planned.

The manpower problem is compounded at many institutions by the
relative youth of the professorial force, recruited en masse during the
education.boom of the 1950s and 1960s. Many young professors, hired in
their late twenties and early thirties, are at least a decade or two away
from retirement. Nonetheless, they may be in fields that are no longer in
demand. The work histories of some of the current faculty members
exacerbate the problem. Although most faculty members were hired for
a variety of purposes—teaching, researck, advising students, administra-
tion—some of them performed no more than one of these tasks until
recent retrenchments required them to $oulder other respornsibilities. A
few of these persons are unequipped to perform thei new duties. For
example, because institutions have sought to attract students from
groups never before represented on their campuses, scme faculty mem-
bers:have been requested to teach nontr2-itional students in off-campus
programs at ‘‘inconvenient’’ times. These new tasks have not been seen
as desirable by all who have been asked to doyhem.*

Still another small group of potential candidates for early retirement
or career change includes persons who have run out of functions to per-
form. Although tney may have been able to teach, research, administer,
advise students, and serve on committees early in their careers; theymay
now be unable to handle any of these roles. Because the steady-state has
affected administrative positions too, these persons cannot be ‘‘kicked
upstairs.”’ Early retirement or mid-career change might be good for them.

Many problems might be addressed by early-retirement and mid-
career change programs. Such arrangements might be used to respond to
declining enrollments, changes in knowledge, numerical redundancy (too
many faculty members performing the same task), budgetary shortages,
the demand for faculty positions for women and minorities, and the nesd
for faculty rejuvenation. Colleges and universities have addressed these
problems in other ways, too. Off-campus instruction, evening programs,
and the recruitment of new student groups have been undertaken in part
to deal with declining enroilments and tight budgets. Issuing one-year

.




THE STEADY STATE ™ 7

renegotiable appointments, employing part-time and visiting faculty
members, and leaving faculty vacancies unfilled have also been used to
respond to budgetary problems. In order to employ women and minor-
ities, hiring practices have been modificd, but this policy can be success-
ful only if facuity positions are available. Sabbaticals are often intended
to provide opportunities for faculty rejuvenation. Some faculty members
had their teaching and research loads reduced, ard their administrative
tasks increased, in order to permit persons with more recent academic
training to teach and research.

Although these actions respond to somewhat different problems
(budgetary decreases and the need for different faculty skills), they are
all intended to deal with short-run manpower needs. This is precisely why

some persons consider early retirement a desirable academic policy: one

ERIC
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action responds to two needs. They see edrly retirement as a way to
reduce costs {or reduce manpower levels) ahd as a way to open up the
faculty ranks to persons with needed academic qualifications and demeo-
graphic characteristics.

Some persons argue that if tenure were abolished, it would not be
necessary to increase the levels of early retirement and mid-career
change. Removing tenure, they claim, would permit institutions to
remove unproductive faculty members and respond to changing demand.
Others argue that making tenure more difficult to obtain would inc1ease
turnover and, by reducing the number of persons with permanent claims
to positions, would give institutions greater flexibility in responding to
changing demands. Although both of these arguments should be, and are
being, investigated further, changes in tenure rules would have an effect
only in the long run since there would likely be an actual or implied
grandfather clause to protzct current tenured emplovees.® In fact, these
changes would hardly open faculty ranks to new employees.'® Their main
short-run effect would be to increase the competition among junior
faculiy members for the few entry slots available. Although the long-run
effect of eliminating ‘enure might be desirable, administrators who want
10 open more faculty slots quickly must look for a different policy."

Most universities have early-retirement provisions as part of their
regular retirement plans. Persons who have reached a certain age, and
who have contributed o the retirement system for a minimum number of
years, may begin to draw an annuity, but less than they would draw if
they retired at the mandatory age. For a variety of reasons (basically
financial), few persons retire more than a couple of years early under this
option. Thus, institutions have considered increased-benefit or incentive

7
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early-retirement schemes. Under these arrangements, persons who elect
to retire early are provided increased annuities that are, in some cases, as
large as those due them at the mandatory retirement age. This financial
incertive is intended to encourage more persons to retire early and
release their faculty positions sooner than expected.

THE ABQLITION OF MANDATCRY RETIREMENT
1]

University and college interest in early retirement has been
heig atened by recent cong:~ssional actioi. which raised the mandatory
retirement age. On April 6, 1978, the Age Discrimination in Employment
Act of 1967 was amended to extend the mandatory retirement age from
65 to 70 in private industry and nonfederal public employment and to
remove it completely for federal empioyees.'? The amendment, which
received overwhelmipg sypport in both the Hous#and Senate, did raise
concern among university and corporate officials. These persans feared
that the higher mandatory rctirement age would reduce their ability to
hire new emmployees. A controversial Senate amendment would have
exempted tenured university professors from the higher mandatory
retirement age. That is, tenured professors, and tenured professors only,
would still have been required to retire at age 65. Administrators and
nontenured faculty members, however, could have kept their jobs until
age 70. The American Association of Ut. versity Professors challenged
this provision, arguing that it excluded prcfessors with tenure from pro-
tection under the Age D}sg‘riminalion in Employment ‘Act."’

Supporters of the exemption argued that eliminating mandatory
retirement would make it difficult to weed out the ‘‘deadwood’’ and
open the employment ranks to Younger peisons, women, and minorities.
Executives of several major corporations argued that a mandatory retire-
ment age was necessary because it protected workers against unequal
treatment by preventing individual retirement decisions based on merit.
Administrators also tended to favor mandatory retirement because the
fixed age made it easier to plan for pension costs. ‘

Thg,compromise agreed upo! by the conference committee defers
boosting the mandatory retirement age to 70 for professors until 1982.
The purpose of the postponement was to give colleges and umversities
time to adjust their hiring and tenure policies. In the long run, the
mandatory retirement of professors at any age will probably be
outlawed. Several congressmen are determined to eliminate mandatory
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retirement, most notably Claude Pepper of Florida and Jacob Javits of
New York. Furthermore, several states, following the lead of California,
are moving to prohibit mandatory retirement by state government and
private business.

What effect the abolition of mandatory retirement might have is
unclear, but thg mafor fear of many university and college administra-
tors is that it would reduce turnover rates and impair their ability to hire
young scholars. There are still other reasons for keeping mandatory-
retirement. It causes persons to plan for the day when they will be unable
to work, be it due to poor health, family responsibilities, or dissatisfac-
tion with their job. When a person is young, the idea of not working ray
be repugnant, and there may be little incentive to save for retirement.
Because individuals do not tend to save for their old age, institutions,
including the federal government, have established mandatory pension
plans.'* These plans not only require_persons to save for retirement, but
in the instances where a mandatory retirement age is set, they define the
time period during which an annuity must be accumulated.

_The expressed desire of many college professors to continue working
has caused some persons to suggest that retirement at any age may force
out workers who have a contribution to make. The evidence about the
correlation between age and productivity is equivocal.” Both positive
and negative relations can be found, ' 2nd differences vary by fieid.'" In
some fietds—history and philosophy, for example—great productivity
occurs in the older years, but much of this productivity may be due to
help from assistants and the aging professors’ methods of work.'* One
study found that scientists produce more than their proportionate share
of high-quality research before age 39.'* Nevertheless, researchers have
had little success finding an equation that describes the relation
between productivity and age. Bayer and Dutton examined the relation
between age and career performance of academic scientists. Discovering
that no one model fit all disciplinary fields, they concluded that career
age is a poor predictor of research and other professional activity.?
However, Bayer and Dutton found that during the next decade a group
of relatively less productive or eminent scientists will be moving into the
age of retirement eligibility. -

Various arguments have been made for permitting the able, moti-
vated worker to continue. The American Medical Association opposes
mandatory retirement, claiming that the sudden cessation of work and
the loss of earning power can lead to serious physical and emotional
deterioration for retirees, even early death.”’ The American public tends

4
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to favor the abolition of mandatory retirement. In response to a Harris
Poll, 86% of the public agreed that .workers who wanted to continue
should not be forced to retire because of age. On the other hand, 49% of
the respondents felt that a mandatory retirement age made sense because
most people are ready to retire at age 65, and it is hard to make excep-
tions for those not ready.*

The delegates to the 1971 White House Conference on Aging recom-
mended that chronclogical age not be the sole criterion for retirement;
that employment possibilities beyond age 65 be made available; but also
that realistic opportunities for retirement before age 65 be provided,
including gradual and trial retirements.?* The argument for abandoning
the chronological age criterion has also been made on the basis that intel-
lectual performance tends to remain high until shortly before death.
Arguing that persons still engaged in intellectual growth should not be
forced to retire, K. Warner Schaie also notes that “‘those who are on the
downgrade early in life should not be required to contribute wha* they
can no longer provide.”** -

Society’s work patterns do seem destined to change Alternative
plans allowing persons past 50 to take sabbaticals, shorter work weeks,
and gradual retirement, have been proposed.?”* And it is reasonable to
assume that the quick growth of technology, accompanied by the rapid
obsolescence of work skills, may require workers to undertake new jobs
sevePal times during their careers.?* Professors may join other middle-
aged and older workers in job retraining, long work sabbaticals, and
periods of unemployment between jobs.

Whether raising the mandatory retirement -~> will have serious
consequences for Amenca\hooﬂéges and universities obviously depends
‘on how many academics decide to take advantage of the option. As will
be discussed in chapter 2, the average mandatory retirement age in
American colleges and universities is higher than in American business
and industry. Furthermore, many academics retire before the mandatory
age, and thus one might argue that raising the mandatory retirement age
would have little effect.

A recent survey of American academics provides some idea of how
faculty members might respond to an inagease in the mandatory retire-
ment age. Fifteen percent of the respondents reported that they plan to
retire after age 65, and only 7% planned to work until age 70.?’ Initially,
these results suggest that an increase in the mandatory retirement age
would have little impact. However, as Ladd, Lipset, and Palmer point
out, these persons were prgbably responding to the current retirement

v
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norm. When the responses are analyzed for institutions with higher
mandatory retirement ages, respondents citéd an older age at which they
planned to retire. Furthermore, respondents closer to the retiremer.t age
tended to report plansTo Tetire at-.olgér ages. This finding suggests that
were the mandatory re' .ement age boosted substantiaily or removed
entirely, there might be a gradual increase in the average retirement age
in academia. If this is the case, colleges and universities may have even
more reason to examine ways to induce faculty members to switch
careers or retire early.

AN OVERVIEW OF CAREER OPTIONS

Alternative ways to encourage faculty memoers to make a career
change or retire early are discussed in the following chapter. As yet, few
institutions have implemented programs to facilitate mid-career change
among their faculty members, but two types of related prcgrams are
available. The first is comprised of internship and fellowship programs
which sometimes lead to mid-career change, although this is not their
objective. The second type includes programs that retrain faculty mem-
bers for other disciplines or specialties. Because there has been so little
experience with mid-career change programs in academia, or even in
industry, most of this book is devoted to early-retirement alternatives.

_Unlike mid-career options, the range of special incentive early-
retiremeént schemes seems unlimited. We selected the following ten varia-
tions for detailed analysis because they illustrate the range of basic
options available

Alternative 1: Full-Salary Early Annuity. Under this alternative,
an organization pays a steep price to get some of 1ts employees to retire
early. During the period between an émployee’s éarly retirement and his
mandatory retirement date, the organization pays him a supplement to
the regular early-retirement benefits which brings his total retirement
income to the level of his full (or nearly full) salary. Also, by purchasing
a supplemental annuity to take effect on the mandatory retirement date,
the organization assures the individual a future retirement income at
least equal to what he would have recieved had he remained employed
until the mandatory age

Alternative 2: Severance Payment. An organization makes a
limited, direct cash payment to an employee who leaves the organization

S 23
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before his mandatory retirement date. This settlement, which might be a
multiple of the employee’s annual salary, may be paid in.a lump sum or
over one year. The employee might also receive an early retirement pen-
sion if he is eligible for one under the standard retirement plan.

Alternative 3: Individual-Based Early Annuity. Under this alterna-
tive, employees who retire early receive benefits comparable to those they
would have received had-they retired at the mandatory retirement age
and had they received normal (or nearly normal) salary advancements
until that age. To accomplish this, the organization supplements the indi-
vidual’s regular early-retirement benefits with direct pavments. The
organization also purchases a supplemental annuity to take effect at the
mandatory retirement date, after which the direct payments cease. The
difference between this alternative and Alternative ! is that here the
early-retirement income is equal to the projected mandatory retirement
benefits, not the individual’s pre-retirement salary.

Alternative 4: Group-Based Early Annuity. Assuming that the
more highly paid employees within a group of individuals of the same
age and years of service are more highly valued, a group-based early
annuity might be reasomable. This plan is similar to the individual-based
early annuity, except that the supplemental benefits it provides both
before and after mandatory retirement age are established in relation to
the median projscted mandatory-age benefits of all. employees in the
same age-service group. Those below the median: receive a relatively
larger supplement than those above it. Therefore, the incentive for them
to retire is greater than for the higher-paid employees, whom the orga-
nization inight prefer to retain.

Alternative 5: Individual-Based Early Annuity with Partial
Employment. As with the individual-based early annuity, the individ-
ual is assured a retirement income after the mandatory retirement age
equal to what he would have received had he not retired early. Again, the
organization purchases a supplemental annuity to take effect on the
mandatory retirement date. But duning the period between early and
mandatory retirement, the retiree is retained in a part-time position
which supplements his early-retirement benefits. There might-be an
upper limit on compensated employment, say 33% cr 49%, of full-time
work.

Alternative 6: Group-Based Early Annuity with Partial Employ-
ment. This scheme also pairs part-time employment before the manda-

/
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T

tory retirement age with supplemental benefits after that age. However,
following the ‘ogic underlying Alternative 4, both the supplernental
employment and the supplemental benefits are calculated in relation to
the median projected mandatory-age benefits for one’s age-service
group. Extending this logic even further, this aliernative could be modi-
fied to provide supplemental employment only to those employees whose
salaries are above the median, under the assumption that they are the
employees the organization would most like to retain in a productive
capacity.

Alternative 7: Continued Annuity Contributions. An organization
may continue payment into the annuity fund, or otherwise supplement
the future annuity of an employee who retires early. Such payment is
continued to the mandaiory retirement age. Note that under this option
the early retiree defers all retirement benefits until he reaches the manda-
tory retirement age.

Alterna.ive 8: Severance Payment with Continued Annuity Contri-
bution. This option is similar to Alicrnative 7; but, in addition to the
continued annuity payments, the early retiree 1s provided a severance
paymert. Thus, this option is more like an early-retirement scheme since
the exmployee may not need to find another job.

Alternative 9: Liberalized venefits Schedule. Under this scheme, .

the normal benefits schedule for persons electing early retirement would
bg liberalized, typically through an across-the-board increase of all bene-
fit rates.”

Alternative 10: €ontinued Perquisites. Employees retiring early
under this alternative would not forfeit certamn perquisites—for examplte,
the use of an office, secretarial services, photocopying services, health
services, and membership in group health and life insurance plans. If not
used in conjunction with other options, this pian scems unlikely to
becomg very popular.

THE VARIOUS PURPOSES OF EARLY RETIREMENT

Realistically, early retirement cannot solve all of academia’s prob-
lems. It is only one of many remedies one ¢an prescribe for the steady-
state university. It should also be clear that early retirement is basically a
short-term soluticn, one that would have to be applied 1n combination

NS
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with other policies. As later chapters reveal, the major benefit of carly
retirement might not be financial savings but rather the release of
“indentured labor.”” It could free disaffected faculty membe\rs who
would be happier outside of the university but whe remain because of
financial need. .
Early retirement, then, must be cxamined from several perspectives
4 since it might be used to address several problems. It van be viewed as an
" academic policy, a move intended io open faculty ranks to new persons
with needed skills. In this vein it could be used by a chancellor, dean, or
other administrator to shift resources to needed areas, to new or
- expanding fields, or to programs that need rebuilding. By encouraging
the early retirement of academics in crowded or out-of-demand fields,
the administrator could gain a few facult‘? positions to reallocate else-
where. However, the ability to shift resources to new areas is not always
at hand.

Early retirement might also be seen as a fiscal policy. When viewed
as an academic policy to move existing resources to a new area, early
retirement does not change the school’s total number of faculty mem-
bers. But in a case where an institution is faced with a budgetary shortage
and can continue to function with a reduced staff, early retirement might
be a way to reduce payroll costs. Obviously this policy cannot be used
extensively; a staff can be reduced in size only so much.

Early retirement might also be seen as part of an employee benefit
package. Since most institutions have early-retirement schemes that per-
mit persor:s who retire before the mandatory 1. .rement age to draw a
retirement annuity (one less, of course, than would be receivad at the
mandatory retirement age), an increased-benefits early-reti :nt plan
might be seen as another type of employee benefit.

- Providing an increased-benefits retirement plan to most or all
employees would be an expensive endeavor. An institution might con-
ceivably publicize an increased-benefits early-retirement scheme as a
benefits program whiie using it as a management tool. However, such a
plan would appear to be a weak addition to a benefits package because
re.irement is nnt a salient issue to most individuals. The plan would have
to be heavily promoted to be effective.

If an institution entices individuals to retire early and thus increases
the retirement rate in the near-term, it may eventually experience a
decrease in the retirement rate as it runs out of persons to retire early.
Maintaining the inducements to early retirement could then become an
expensive praposition. This observation does not suggest that an earlv-

. retirement policy is necessarily bad. An institution that neeu. more
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retirements now might be willing to accept fewer retirements in the
future. In other institutions, the faculty may be so young that few posi-
tions are being freed by retirements. Thus, convincing some persons to
retire early may hzve more positive than negative consequences, Retire-
ment policy, of course, can be evaluated only by examining the specific
age distribution for a college or university.

Increased interest in early retirement might cause academics to yiew °
it inaccurately as only an escape for t“e incompetent. Although some
persons who desire early retirement have declined in productivity, not all
have done so. Some highly productive employees retire early in order to
pursue other activities while they still have the vigor. Stigmatizing early
retirement -would discourage such persons from retiring and would be
unhealthy for both individuals and institutions. Academics should be
free to terminate when they desire, and institutions should not be bur-
dened by persons forced to remain because of peer pressure or financial
necessity. .

MOTES

1. A succinct definition of ‘‘steady-state’’ is next to impossible because the
term has taken on such varied meanings, many quite different from an
economist’s definition, and others that are §mply inaccurate. For a critique
of the msinterpretations, see Lyman A. Glenny, ‘‘The Itlusions of Steady
State,”’ Change 6, no. 10 (December/January 1974-75): 24-28. The use of
the terin, as it applies to colleges and universitiss, should be clear from the
text. A comprehensive discussion of the concept of steady-state can be
found in Herman E. Daly, ed., Toward a Steady-State Economy (San
Francisco: W. H. Freeman and Company, 1973). For a discussion of the
steady-state in higher educationss¢e John G. Kemeny, ‘‘The University in
Steady State,” Daedalus 104, no. Y- (Winter 1975): 87-96. In regard to
staffing problems see W. Todd Furniss, Steady-State Staffing in Tenure-
Granting Institutions, and Related Papers (Washington, D«.: American

> Council on Education, 1973). The steady-state condition is perhaps at its

worst in Great Britain. See Harold Perkin, **The Financial Crisis in British
Universities: Or How to Live with 29 Percent lnﬂanon ** AAUP Bulletin
61, no. 4 (December 1975): 304-308.

2. For a discussion of the effect of low growth on affirmative action, see
Martin Trow, **The Implications of Low Growth Rate :ur Higher Educa-
tion,”” mimeo. (Berkeley: University of Califormia, Graduate School of
Public Policy, June 1975): 14.
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. 3. For an overview see Carnegie Foundation for the Advancement of
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Teaching, More Than Survival: Prospects for Higher Education in a Period
of Uncertainty (San Francisco: Jossey-Bass, 1975) and Walter Adams,
““The State of Higher Education: Myths and Realities,” A4 UP Bulletin 60,
no. 2 (June 1974): 119-125.

Enroliment predi. s for the 1970s were off as much as 10%. Guesses
about enrollments for :he 1980s are even more uncertain. Although most
forecasters see a gradual increase in enrollments in the near future, the
growth rate will certainly be less than in the 1960s. Future enrollments will
depend on demographic factors, which cau be predicted with some accu-
racy, and college attendance rates, which have been difficult to predict but
which will be even mo: ¢ difficult to predict in the future when a greater per-
centage of the college pupulation is composed of older rzisons and part-
time students. Even if these numbers were known, projections would have
to consider the capacity of the economy to absorb these college-educated
persons. Stephen P. Dresch, “Educational Saturation: A Demographic-
Economic Model,”” A4 UP Bulletin 61, no. 3 (October 1975): 239-247. For
a variety of enrollment projections, see: Carnegie Foundation, A ‘ore Than
Survival, especially Appendix B, pp. 141-147; Carnegie Commission on
Higher Education, Priorities for Action: Final Report of the Carnegie
Commussion on Higher Education (New York: McGraw-Hill, 1973),
pp. 95-106; Richard Berendzen, “Population Changes and Higher Educa-
tion,”” Educational Record 55, no. 2 (Spring 1974): 115-125; and U.S.
Department of Health, Education and Welfare, Projections of Educational
Statistics to 1982-198% (Washington, D.C : U.S. Government Printing
Office, 1974), p. 24.

The demand for new doctorates has been steadily declimng and may
disappear within the aext decade. See Roy Radner and Leonard 5. Miller,
Demand and Supply in U.S. Higher Education (New York: McGraw-Hill,
1975). The director of the National Science Foundation has argued that this
decline may have serious implications for science research in America. See
Richard C. Atkinson. *‘The Threat to Scientific Research, ** Chromicle of
Higher Education, 28 March 1977, p. 40.

Some nontraditional or extended degree programs have been established in
part to capture a new clientele. Although few colleges and universities tried
to rfc-rui( adults during the 1+{ ten years, most plan to do so during the next
detade. See Carnegie Foundation, More than Survival, pp. 96-100. Several
umversities launched extended degree programs in response to anticipated
declining enrollments; see Carl Vernon Patton, ‘‘Extended Education 1n an
Elite Institution: Are There Sufficient Incentivesto Encourage Faculty Par-
ticipation?”’ Journal of Higher Education 46, no. 4 (July/August 1975):
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427-444; and Leland Medsker. Stewart Edelstein, Hannah Kreplin, Janet
Ruyle, and John Shea, Extending Opportunities for a College Degree:
Practice, Prablems and Potentials (Berkeley: University of California,
Center for Research and Development in Higher Education, 1975).

Carnegie Foundation, More than Survivcl, pp. 82-85.
Patton, ‘‘Extended Education.”

Abolishing tenvrs, even when institutions are faced with deficits, cannot be
done overnight. Determining what makes a financial exigency may be diffi-
cult, and faculty rights and contractual agrecmci\ts certainly must be recog-
nized. For a landmark case involving the abolition of tenure and the laying-
off of tenured employees because of financial difficulties, see ‘‘The
Bloomfield College Case,”” AAUP Bulletin 60, no. 3 (September 1974):
320-330. The court ordered the terminated employees reinstated. Its deci-
sion was upheld on first appeal, and the college apparently will not appeal
again: *‘Bloomfield Decision Upheld,”” Academe 9, no. 4 (December 1975):
1, 3. The AAUP has recognized that appointments can be terminated
because of a ‘‘demonstrably bona fide financial exigency.’’ See “‘Termina-
tion of Faculty Appointments because of Financial Exigency, Discontin-
uance of a Program or Department or for Medical Reasons,” AAUP Bul-
letin 60, no. 4 (December 1974): 411-413.

Allan M. Cartter and John M. McDowell, ‘‘Projecting Market and Institu-
tional Policy Impact on Faculty Composition,”” mimeo. (Los Angeles: Uni-
versity of California, Department of Higher Education, February 1975).

How the elimination of tenure would affect the quality of education has not
been determined. Most institutions have some form of tenure, which mav
still be needed to protect academic freedom. The issue certainly-cannot be
settied here. See Bardwell L. Smith, ed., The Tenure Debate (San
Francisco: Jossey-Bass, 1973); and Commission on Academic Tenure in
Higher Education, Faculty Tenure (San Francisco: Jossey-Bass, 1973).

Public Law 95-256 [H.R. 5383}, Age Discrimination 1n Employment Act
Amendments of 1978; Apnl 6, 1978. '

“AAUP Opposed to Excmption of Tenured Professors,” Academe 11, no.
4 (December 1977): 1.

Juanita M. Kreps, “‘Economics of Aging,” in Ethel Shanas, ed., Aging in
Contemporary Society (Beverly Hills, California: Sage Publications, 1970),
p. 86. This secems to he case in Great Britain as weii See Dorothy
Wedderburn, “‘Old Peoplisn Britain,” in Shanas, ed., Aging in Contem-
porary Society, p. 101. The defegates to the 1971 White House Conference
on Aging recognized this problem. “‘Too many individuals fail to plan fot
retirement or plan too late.” 1971 White House Conference on Aging, Sec-
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tion Recommendations on Empioyment and Retirement (Washington,
D.C.- U.S. Government Prinung Office, 1971), p. 6.

Frank Clemente, “‘Early Career Determinants of Research Productivity,”
American Journal of Sociology 19, no. 2 (September 1973): 409-419; and
Denald C. Pelz and Frank M. Andrews, Scientists in Organizations (New
York: John Wiley, 1966).

James L. Bess, *“Integrating Faculty and Student ! ife Cycles,”’ Review of
Educational Research 43, no. 4 (Fall 1973): 377 .03.

Harvey C. l;ehman. Age and Achievement (Princeton, New Jersey:
Princeton University Press, 1953).

Wayne Dennis, ‘‘Creative Productivity Between the Ages of 2C and 80, 1n
Bernice L. Neugarten, ed., Middie Age and Aging (Chicago. Unmiversity of
Chicago Press, 1968), pp. 106-114.

Harvey C. Lehman, *‘The Creative Production Rates of Present Versus
Past Generations of Scientists,’” in Neugarten, ed., Middle Age and Aging,
pp. 104-105. A loagitudinal study of fifty-three scientists suggests that pro-
ductivity does not decline with age among eminent research scientists. See
Anne Roe, ““Changer 1n Scienufic Activities with Age,” Science 150, no
3694 (October 1965): 313-318.

Alan E. Bayer and Jeffrey E. Dutton, ‘‘Career Age and Research-Profes-
sional Activities of Academic Scientists,” paper presented at the annual
meeting of the American Educational Research Association (Washington,
D.C.: April 1975).

American Medical Association, Committee on Aging, Retrement: A
Medical Philosophy and Approach (Chicago: AMA, 1972). But see
Suzanne G. Haynes, Anthony J. McMichael and Herman A. Tyroler,
“Survival After Early and Normal Retirement.’’ Journal of Gerontology
33, no. 2 (March 1978): pp. 269-278.

iouis Harris and Associates, The Myth and Reality of Aging in America
(Washingtor, D.C.: National Council on the Aging, 1975), p. 214.

White House Conference on Aging, Section Recommendations on Employ-
ment and Retirememi (Washington, D.C.: U.S Government Printing
Office, 1971), pr.. 4, v.

K. War:! Schaie, ‘‘Translations in Gerontology—From Lab tu Life.
intellectf®! Functioning,”” American Psychologist 29, no. 11 (November
1974): p 806.

Juanita M. Kreps, ‘‘Career Options After Fifty. Suggested Research.” The
Gerontologist 11, no. 1 (Spring 1971): pp. 4-8.
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26. Bernice L. Neugarten, ““The Old and the Young in Modern Societies,” in -
Shanas, ¢d., Aging in Contemporary Society, p. 18.

27. Everett Carll Ladd, Jr., Seymour Martin Lipset, and David D. Palmer,
“The American Professoriate: The Issu¢ of Mandatory Retirement,”
mimeo. (Storrs, Conn., School of Business Administration: 1977). Sum-
marized as Everett C-rll Ladd, Jr., and Seymour Martin Lipset, ‘“Many
Professors Would Postpone Retirement if Law Were Changed (T he Ladd-
Lipset Faculty Survey),” Chronicle of Higher Education, 7 November
1977, pp. 7-8. -

28. Across-the-board increases in early-retirement benefits would be expensive.
Providing an unreduced forfnula benefit at age 60 rather than at 65 would
increase the employer’s retirement cost by approximately 50%. Providing
normal benefits at 55 rather than 65 would increase the cost by almost
100%. See William C. Greenough and Francis P. King, *‘Is Normal Retire-
ment at Age 65 Obsolete?” Pension Werld 13, no. 6 (June 1977): 35-36.




Career Options in
Industry, Government,
and Academia

In efforts to cut costs and encourage faculty turnover, some colleges
and universities have initiated increased-benefits early-faculty retirement
plans. More than two dozen institutions have carly-retirement schemes
that provide in certain circumstances a supplement for income lost
because of early retirement.' A few institutions have also tried mid-
career change programs or have made other attempts to encourage
faculty members to retrain so that they can shift to areas more in
demand. In devising these schemes, academia has had the opportunity to
examine similar attempts by industry. Industry has apparently had
success with incentive early retirement, but its experience with mid-career
change has been limited. Although many businesses and industries regu-
larly offer in-service training, these programs are typically intended to
improve an employee’s performs.nce in his current position.

During interviews with executives, we found minimal interest in
mid-career change programs. From the viewpoint of an individual enter-
prise, there is little reason to retrain an employee for another profession,
especially when there are easier, more direct ways to eliminate unneeded
employees. Yet there have been several attempts to establish career-
change programs in industry, government, and academia.

Now that the golden days are behind us and conpetition for
employment is severe both in and out of the academic world, a great deal
of attention is being directed at the issues of career development and
career change.? Career change is not new. Anyone leaving a job before
the normal retirement age is involved in career change. Even during the

2
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growth period of higher education, some academics decided to change
careers, and a portion of those who did not attain tenure chose to leave
academic life rather than take a position in a different university. The
bulk of career change in academia ¢tlearly has been among faculty mem-
bers who failed to obtain tenure. Even much of the recent interest has
involved consideracion of options for untenured faculty members.

A recent booklet by Change magazine outlines career alternatives
for academics, but it addresses primarily nontenured faculty members
and administratois.' Universities and colleges may also need programs to
stimulate and facilitate career change among persons who cannot be
forced to move to another career by the threat of unemployment. Unfor-
tunately, the literature on career change contains little information on
programs relevant to academics. In one study of mid-life career redirec-
tion, most of the programs -escribed pertain only to blue-collar and
lower-level white-collar occupations.® The programs most relevant to
academics are those aimed at assisting out-of-work aerospace engineers
and scientists. However, these programs failed as vehicles for career
change and reemployment, although information services which directed
individuals to alternative job opportunities were somewhat effective.®

MID-CAREER CHANGE IN INDUSTRY

Private industry’s exper:ence with career retraining has bheen well
documented in the volumes cited above.® We attempted to cover the
terrain once more, but with exclusive attention to the retraining of highly
educated, high-level technical or managerial personnel—persons who
occupy positions that could be considered comparable to those held by
facnlty mernbers in academia. We did not discover any career-retraining
programs for persons at this level. Other researchers have also failed to
find such programs.’

It appears that there is little incentive for in y to retrain persons
who have attained relatively ligh positions in a firm. If they become
superfluous through obsolescence of their knowledge or the erosion of
their ¢reativity and energy, they are dealt with in more traditional ways:
termination or early retirement. If a firm is well-off nr bas a ‘“*full-
employment”’ policy, they may be moved to a less responsible position or
assigned a special task until they are eligible for regular or early retire-
ment.
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This is pot to say that industry lacks Yraining programs for highly
placed peisonnel. On the contrary, some firms, especially in high-tech-
nology ndustries, have extensive programs. both in-house and at univer-
sities. But these programs are invariably upgrading programs through
which highly valued employees are made conversant with state-of-the-art
developments in their own or in related fields in order to ensure their

' continued value to the firm.

MID-CAREER CHANGE IN THE FEDERAL GOVERNMENT

Afack of mid-career retraining programs is also found in the federal
government. Even in the military, where the careers of both enlisted men
and officers may end at relatively young ages, there is no mid-career
change program. Although the military does not now conduct an orga-
nized pre-retirement counseling service, there once was au official pro-
gram. It was discontinued in 1974 because the Government Accounting
Office concluded that such a service was not properly a function %i the
military. That program kad two parts: (1) Project Referral, a computer-
based résumé referral system; and (2) Project Transition, a counseling
service in the base organization which advised potential retirees and
worked with private industry and federally supported on-the-job training
programs. The military service now holds pre-retirement briefing ses-
sions. During these meetings, retirement pay is explained, and usually
some attempt is made to offer suggestions about establishing a second
career.®

The Retired Officers Association offers an employment service for
its members from all branches of the armed forces. The Association con-
ducts a national ~ésumé referral service. It also offers two booklets: one
gives advice about career planning, and the other is a practical guide for
establishing a second career. o

A program which formally combines early retirement with career
retraining exists for air traffic controllers employed by the Federal Avia-
tion Administration. Because of the stressful nature of their work and
the extreme consequences of their errors, the law provides for their
removal for ‘‘operational or medical’’ reasons and for retirement at age
56. The law aiso provides for retraining for a second career (generally
expected to be in government services), with up to two years of full-time
training at full pay and reimbursement of educational expenses.* Since
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~

this program is relatively new, there is not a great deal of experience with
the placement of retrainees. However, one observer claims that the place-
ment record has been poor. '’

-t

MID-CAREER CHANGE IN ACADEMIA

We expected to find few formal career retraining programs for aca-
demics. We reasoned that institutions have little incentive to become
involved in retraining junior faculty members, whose contracts they
could merely not renew, or tenured faculty members, few of whom could
be expected to give up secure positions in a contracting job market. Fur-
thermore, a substantial minority of academics has always moved easily
between academic and nonacademic settings. Industry, government,
philanthropic institutic*= and nonacademic research orsanizations
regularly hire academic lose some of their employees tu colleges and
universities. Those who ...ake these moves either require no retraining
because they already possess the skills for operating in the new environ-
ment, or they are sufficiently sophisticated about educational opportuni-
ties to acquire new skills-without third-party intervention. Although we
failed to locate any programs directed at the retraining of tenured taculty
members for different substantive areas of new work situations, our
search did reveal two types of programs relevant to our interests: (1)
internship and fellowship programs which sometimes lead to career
changes, and (2) programs which retrain faculty m *mbers for work in a
different academic specialty or discipline.

Internship and Fellowship Programs

Programs such as the Economic Policy Fellowships of the
Brookings Institution and the Congressional Science and Engineering
Fellowships of the American Association for the Advancement of
Science (AAAS) offer opportunities for professors to experiment with
new kinds of work in new settings.'' Although the programs are seldom
directed toward career change—their overt goals are the enrichment of
the professor’s experience and capabilities or those of the host organiza-
tion—-a substantial minority of recipients remain with the host organiza-
tion or with similar organizations outside the academic world. For exam-
ple. among approximately thirty academics who participated in the Con-
gressional Science and Engineering Fellowsliip program of the AAAS
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during the academic years 1973-74, 1974-75, and 1975-76, almost half
remained in nonacademic, public policy positions.

Singe these programs are generally administered by outside agencies,
colleges and universities have little control over the selection of grantees.
It is possible that the selection criteria used by funders and host agencies
will be counterproductive from the perspective of an institution which
would like to encourage career change. The former may select the most
creative and promising candidates, while the latter weuld like to encour-
age career change among the least productive. If this is so, then only
institutions interested in encouraging gross turnover among faculty
members should find these programs actractive. On the other hand, it is
possible that the creative people who elect to stay on in new jobs would
no longer be of as much value to their former academic departments
because of the change in their interests. In either case, it is unlikely that
internships and fellowship programs would be of much help to iastitu-
tions that want to encourage career change among their least-valued
faculty members. ¥

Retraining Programs

The desire to reduce or abolish selected academic programs while
maintaining employment commitments to faculty members has caused
several institutions, including the State University System of Florida, the
Pennsylvania State Colleges, the State University of New York, and the
University of Wisconsin, to establish retraining programs. Although they
are not precisely cn career-change programs because the professors
continue in the same institution or system, such retraining programs do
give institutions the flexibility to reallocate resources to more productive
use.

Recognizing the declining rate growth of student enroliments in the
Florida State University System, the Florida Board of Regents author-
ized funds for faculty development or retraining. The funds were
intended to aid tenured faculty members in departments with declining
enroliments to retrain themselves in = area in which faculty manpower
is needed. The $3,000 retraining grants were made available within the
State University System to pay the cosgs of a retrainee’s relocation, tui-
tion, and other expenses associated with graduate study. The grantees,
selected by carmpus-wide screening committees, were released from
instruction and research for two to four quarters. During the retraining
period the faculty member continued to 1eceive his full salary. He agreed
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to return to his university to teach for at least one year, or to repay the
University System one-half of his salary and the full amount of the grant.
In return; the university agreed to find him an appropriate tenured
appointment. In selected cases the retrainee’s institution was provided
funds to help pay for a replacement faculty member, and in other cases
retraining could have been part-time and spread cver more than one
academic year. The program operated from 1974 until 1977.

The Pennsylvania State Colleges program operates similarly, but
has several differences. The program is not limited to tenured faculty
members, and the retrained faculty member is assured reassignment
within the same institution. In the Florida program, the retrainee could
be reassigned to another institution in the system. Furthermore, the-
funds for expenses other than the retrainee’s regular salary are admin-=*
istered by a separate entity, the Pennsylvania State College Educational
Services Trust. This program begun in 1975, is still operating but at a
reduced scale.

In 1977 the State University of New York (SUNY) adopted faculty
retraining as one way to deal with possible iayoffs. A program was
devised to permit tenured faculty members to retrain in fields more in

and. Candidates are nominated to the central administration and are
selected upon recommendation of an advisory committee. The faculty
member typically spends a semester in retraining, usually at a state uni-
versity. He receives his salary, partial support for books and travel, and a
tuition waiver if he studies in the SUNY system.

The Wisconsin program was launched in 1974 when the University
was threatened by possible retrenchment. The program has varied in con-
tent and in the number of persons enrolled. Initially decisions were made
on a person-by-person basis by i..dividual campuses. Now recommenda-
tions are made by the campuses and selections are made on a system-wide
basis. Provided salary and tuition, the trainee usually studies for two
semesters in an in-state institution.

During the field stage of our project only the Florida and
Pennsylvania programs were truly in operation. The Wisconsin program
had one person engaged in retraining, and the SUNY program had not
yet begun. A recent paper indicatzs that the Wisconsin and SUNY pro-
grams are similar in form and content to the Florida and Pennsylvania
programs.'? Our analysis of the latter two programs revealed a numbe;
of issues important both to institutions which might enact similar pro-
grams and to individuals who would participate in them.
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Financing. Very little new funding is involved because the major
costs are the retrainees’ salaries, which continue to be paid out of regular
budget lines. This appears to be a straightforward solution to the funding
problem, but it raises other issues that may affect the willingness of
campuses, schools, and departments to participate in the program with
their own resources. On the other hand, if a position is slated for elimina-
tion, there is little loss in temporarily allocating the budget line to retrain-
ing. Indeed, there may be a net gain in morale among faculty members
within the affected department. '

Content of the Retraining Program. Retraining in these programs
varies from preparation in an allied speciality within the same discipline
to training for an, entirely new, unrelated discipline. In some cases
advanced degrees are €arned, but this is not always a program goal. The
content of the retraining program is worked out on an ad hoc basis for
each participant. In one instance, the receiving department, with the con-
sent of the retrainee, enlisted a faculty member from the same discipline
at a respected neighboring institution to help design the retraining pro-
gram and to act as 4 mediator between the retrained professor and the
receiving department. The arrangement apparently worked well.

Application and Decision Process. Both programs began with a

_centra. zed application and screening procedure and now rely on a decen-

tralized\system of campus-based initial screening. In each case, partici-
pating its perceive a benefit in retaining some degree of local
autonomy\q the s=lection of participants. ‘Nevertheless, the prerogative
of a central auFo/rly to allocate resources and approve lower-level deci-
sions has been retained in both programs.

Under some circumstances, interest in the retraining program
depends on one’s position in the system. For example, a department may
be indifferent to retraining decisions if it is slated to lose positions in any
cases An institution within a system may be «,.pused to retraining if it
operates with a fixed faculty allocation and if participation in retraining
means having some faculty members on leave with pay. The system’s
central office may favor the retraining because the additional costs are
small and the prospect of increased future productivity is attractive.

The programs formally receive applications on the initiative of inter-
ested individuals, but third parties often begin the proess by encourag-
ing particular individuals to apply. This *‘encouragement’’ sometimes
has consisted of notice that one’s position was to be abolished. Many of
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[y

the Pennsylvania State Colleges® participants became involved in this
way; and, althoug!- the ‘‘retrenchment’” of their positinns was eventually
retracted, many continued in their plans to retrain.

Placement. Placement is rarely a separate process. Generally,
candidates for retraining are selected only if a new placement has already
been negotiated for them. Sometimes, though, details about joint
appointments, courses to be tzught, seniority, etc., remain to be decided
even after the major decisicns about retraining and placement have been
made. These are Dotential trouble spots. When a person may join a
department only with its consent @s is true in most academic institutions
some mechanism for negotiating transfers of faculty members needs to
be worked out. In these two programs, the transfers seem to have been
arranged on an ad hoc basis.

The Pennsylvania State Colleges program encountered some special
difficulties due to the existence of both tenure and seniority. The parties
to the collective bargaining agreement disagreed about the meaning of
these provisions. Some maintained that they are identical, while others
asserted that tenure adheres to a faculty member’s position within the
institution and seniority adheres to the individual within tus department.
Such issues raise the specter of conflict between the interests ~f the re-
trainee and those of other members of the receiving depc .. We
found that in some instances the matter was so difficult to ¢ that
the retrained faculty member remained formally in his old department
while serving full- or part-time in the new department, each department
being compensated in proportion to the professor’s level of effort

Any institution considering such retraining programs must be senst-
tive to similar complicatio:us arising out of its own contractual arrange-
ments with faculty members or with faculty bargarning agents. One
should also expect to encounter early difficulties stemming from the dis-
ciplinary and departmental modes of academic organization that are gen-
erally not receptive to individuals crossing lines in mid-career. Support,
on the other -hand, is likely to come from the increased acceptance of
faculty development as a legitmate activity of icademics and thr
institutions.’’

Caresr-change programs are appealing in concept, but the overnd-
ing question is whether any ‘stitution has the incentive to pay for these
efforts. Business-a ¢! industry see little benefit in financing programs
which would retrain workers for employment elsewhere. The federal
government has seen fit not to offer these programs to civi service or
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*emilitary employees. At least four universities have launched career-
change programs, but they are basically internal progranis; the retran.ed
professor continues to work within his former institution. Where would
institutions obtain the furnds to support programs that would retrain fac-
ulty -iembers for careers in business and industry? It seems unlikely that
colleges and universities would use their own resources for this purpose.
One proposal would have the federal government subsidize the retraining
of workers through the unemployment compensation system.'‘ Dr.
Richard Atkinson, director of .ie Natiorl Science Foundation, has sug-
gested that the government might facilitate mid-career change by sub-
sidizing university retirement plans or by instituting a grant program. He
sees the grant program allowing mid-career professors to remain on the
faculty to conduct research while freeing that faculty member’s salary to
hire a younger person w0 would teach as well as conduct research. Dr.
Atkinson has also suggested using tax incentives to encourage the forma-
tion of institutes wheére middle-aged scientists who leave teaching wouid
devote all their time toresearch.*

Finding ways to cause academics to retrain in mid-career will be a-
formidable task. The early experimenters found that it is difficult to
attract faculty members to retraining programs; the arrang.ments may
be difficult to finance; and there may be status problems. For older fac-
ulty members, early retirement might be more appropriate. Industry’s
experience with schemes to encourage employees to retire early is instruc-
tve.

EARLY RETIRFMENT IN INDUSTRY

Industry has found a number of ways to reduce the work force and
to weed out marginal performers.'* Lump-sum severance payments,
supplements to both private pensions and social security, and other per-
quisites have been provided, all intended to cause certain employees to
retire early. '

Today, 96% of the pension plans in industry provide for early retire-
meat. Most plans require an early retiree to take the actuanally reduced
value of his accrued benefits, the reduction reflecting both the smaller
amoun: .ontributed to the pension fund and the increased time during
which the benefits will be paid. In 22% of the plans, however, liberalized
benefits are provided to persons who voluntarily retire early.'” These
increased benefits are provided in several ways:
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1. A liberalized early-retirement discount may be offered. The accrued
retirement benefit is still reduced for each year the emypfoyee is under
the mandatory retirement age, but the reduction is not ds severe as
the standard actuarial reduction.

2. The full benefit that would be received at the mandatory retirement
age may be given without any reduction for early retirement.

3. The regular early-retirement benefit may be supplemented until the
early retiree reaches age 65, when he can draw an unreduced social-
security benefit.

Th.se bencts may be general, in that they apply to all employees who
meet the eligibility requirements for early revirement. On the other hand,
they may be senior supplements, restricted to a class of employees who
meet more stringent age and service requirements. Or they may be com-
pany-option supplements, applicable only to employees the company
asks to retire. The general and senior supplements have grown in use dur-
ing the last decade, while the company-option supplement is mainly
limited to a few specific industries.'* Recent changes in the Age Dis-
crimination in Employment Act affect the way in which the compa
option can be administered since employees cannot be involuntarily
retired before age 70 simply because of their age.

In order to obtain current information useful to colleges and univer-
sities considering early-retirement options, we intzrviewed selected firms
included in a previous study of early retirement in business and industry'’
as well as a number of other firms with recent experience. We found that
**early retirement’’ is often another name for termination, and termina-
tion programs generally apply to a wide range to employees. In some
cases early-retirement programs apply to selected groups—usually high-
level managers and professionals. Except in a few firms, modest numbers
of persons have retired under these options.

The early retirement or termination programs fall into the following
basic categori °s: .

1. One-time payments, sometimes spread over a number of years.
2. Liberaliza.'~n of the early-retirement actuarial reduction.

3. A pension supplement, sometimes geared to expected social-security
ncome.

4. Part-time reemployment, often at a special task.

How do firms deride on the ingredients for their zarly-retirement
schemes? How do they establish the benefit levels? We approached those
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firms whose early-retirernent plans have successfully encouraged people
to retire early. Althougi, we cannot reveal the names of specific corpor-
ations, their experiences, summarized in Table 1, enable us to suggest
alternatives useful to academia. Since the following information was
collected before the 1978 amendments to the-Age Discrimination in
Employment Act, we should expect that modifications to $orae of these
plans will be made in the near future.

Firm C1

This firm’s forme' early-retirement program is a permanent
arrangement availablea . employee’s discretion. Employees who have,
reached age 58 with thirty years gf service may retire early and receive a
monthly pension, calculated like a normal pension but reduced one-half
of one percent for each month between the retirement date and age 60. A
person retiring after age 60 with thirty years of service does not receive an
actuarial reduction. With mnore than ten but less than thirty years of ser-
vice to his credit, a person age 60 receives a pension which is reduced one-
third of one percent for cach month before age 65 (mandatory retirement
age). Any person retiring before age 62 receives a social-security supple-
ment. Thi- arrangement, negotiated by the union, is available to all
employees.

In addition, this firma has &n unpublicized scheme intended for
management employees who ‘‘have gone stale’” or who are ‘‘not able to
cutit.”” If such a person is near the ) etirement age, the retirement options
are pmmed out to him. Uf it takes more to get him to retire, his manager
may work ont a ‘‘special” arrangement. Since this is a large firm, how-
ever, such problem employees can often be relocated.

Althoueh this firm has not had extensive experience with induced
eariy retirement, “ver 6u% of its employees are retiring early, and mbst
of the early retire . leave more than a year or two early. For example, in
one typical month, 60% of all retirees left early, and only 15% of these
retired Just one of two years early.

Firr C2 5

Like most companies, Firm C2 has a retrement plan which includes
a regular early-retirement provision. A person retiring before age 60 has
his pension reduced 3% per year for each year he retires early. A person
retir:ng at age 55 would . eceive a pension equal to 85% of his accrued an-
nuity. The firm feels this arrangement encourages a reasonable turnover




Table 1 Sclected Corporate Incentive Early Retirement Programs

N

Essence of Plan

Formal/
Informal

Temporary/
Permanent

Eligibility

. Requirements

Comments

C1.

C2.

C3.

C4.

Cs.

Liberalized actuarial
discount. No actuarial
discount if age 60, with
30 years of service.

A social-security supple-

ment is paid until early -

retiree begins to draw
social security at age 62.

Two years’ salary paid
monthly for up to four
years or to age 65.

Half of regular salary

plus a pension supple-
ment to the balance of
the salary paid till

age 62.

Up to two years of
salary paid over twelve
months.

Lump-sum payment of
$0 to 100% of current
salary.
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Formal

Formal

Formal

Informal

Informal

Permanent

Temporary

Persanent

Permanent

Temporary

Age 58, thirty years of
service;

Age 60, ten to thirty years
of service

Twenty-five years of service

Age 60 to 62, ten years
of service

Age 50 to 60, fifteen years
of service

Age 55

Special arrangements made
for highly paid executives.

Offered occasionally as
need to reduce the size of
the workforce arises.

Offered primarily to sales-
persons. Participant is
placed on 50% salary and
put on consultation. At
age 62 can draw an
unreduced annuity.

Used to remove marginal
employees. Replaces a sup-
plemental annuity option.

Intended for executives,
top management.

-
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lCnent to,age 62. Life

T srance condinued.
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Formal/ Temporary!  Eligibility
Essence of Plan Informal Permanent  Requirements Comments

T — —

C6. One year’s salary paid Informal Permanent  Long srvice Aimed at highly paid
over two years or until executives.
age 65.

C7. An unreduced annul Formal Temporary Age 55, thirty years of ser- Used at all levels of em-
plus $200 per month: vice less two years for ployment. Many retired
at ages 55 to 59, till \ each year above 55 under this option.
ape 62;
at ages 60 to 62. for
2 years;
at ages 63 o 64, till_
age 65. £

C8. No actuarial discount. Formal Permanent Age 62 or thirty years

of service;
Supplement from early Formal Permanent Age 60 and thirty years 1 imited to hourly employ-
retirement tilk age 62. of service ees, clerica’ help, and man-
Then, after the employee agers. Intended as a supple-
begins to draw social ment until recipient
security, the supplement becomes eligible for social
is reduced by about security.
50%s.

C9. No actuarial discount Formal Permanent Age 62, thirty vears of Available to all; 66%
plus 50% of social-secu- service choose early retirement.
rity benefits to 65. Largest number in late
Medical, life insurance fifties,
continued.

1 iheralized actuanal Formal Permanent Age 55, ten years of service
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Essence of Pian Informal Permanent  Requirements Comments

C10. Liberalized actuarial dis- Formal Permanent  Age S, fiftcen years of Available to all; 55% =
count plus 50% of service choose early retiremert.
social-security bene- Necessary as a com-
fits. Medical, life insur- petitive benefit, but of
ance continued. course they hope to induce

marginal performers to
choose it.

C11. No actuarial discount. Formal Permanent Age plus years of ser- Available to all, 50%
Modified medical, life vice equal 85 choose early retirement,
insurance. 66% hourly workers.
“‘Pre-retirement leave of Informal Permanent Age 57, fifteen years of “Voluntary"-—but initi-
absence’’: early-retire- service; salaried personnel  ated, approved, and pack-
ment benefits plus social- aged by management
security equivalent to before employee is
age 62. approached. Used to re-

duce division size and to
remove marginal
employees.

C12. Besides standard carly Iniormal Permanent Over 55, age plus ser- Used in plant closings.
retirement, there is *‘dis- vice equal 80; sularied “‘Ocgasionally’’ for spe-
cretionary retirement.’’ personnel cific individunli.

No actuarial discount
plus a $250/month
social-security supple-
ment to age 62.
C13. No actuarial discount. Formal Permanent Age plus years of ser- Has existed for many
vice equal 85. years.
Liberalized actuarial Formal Permanent Age plus years of service

discount. .
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lump-sum payment
equal to ‘‘severance
or a little more.”’

Formal/ Temporary/  Eligibility
Essence of Plan Informat Permanent  Requirements Comments
C14. No actuarial discount. Formal Permanent Age plus years of ser- » Few people are taking this
vice equal 75. option. Only 25% of firm’s
B retirements are early.
. Liberalized actuarial Formal Permanent Age plus years of service
discount. less than 75; age 58 to 62
C15. No actuarial discount. Formal Permanent  Age 62, twenty years of Available to all.
service
C16. No actuarial discount. Formal Permanent Age 58, twenty-seven Years Available to all, hourly
. , . of service and salary. Most retire
Liberalized actuarial Formal Permanent Ao 50, ten years of service  at age 62.
discount.
C17. No actuarial discount. Formal Permanent Age 62 or age plus ser- Eighty percent choose carly
. vice equal 85 retirement, mostly at age 62.
Liberalized actuarial dis- Formal Permanent  Age 55 Available to all office
count. Modified medical, personnel. Fifty percent
life insurance continued. choose it at various ages.
C18. Liberalized actuarial Formal Permanent  Age S5, ten years of service Available to all.
discount. Medical, life
" insurance continued.
Early-retirement plus Informal Unofficial Age 55, ten years of scrvicc‘l ““You will retire or be

terminated.”” Only applied
to non-union, salaried
personnel.
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among older employees. Management is not sure that it wants to provide
“‘massive’’ incentives for early retirement.

During periods of severe manpower surpluses, this firm has offered
a “special separation allowance’’ to anyone with twenty-five or more
years of service. Most of the persons who took the option were at least 55 .
years of age. The wed two years’ pay spread over four vears or until
they eached ag# 65. Thiy option has been offered twice, both times for
limited perifds. Another bffering will be made soon to employees at a
specific instaMation.

Firm C2 considers early retirement nonselective. If a person is not
performing well, he is given job counseling rather than being encouraged
to retire early. The special early-retirement provision is reserved for cases
of excess labor supply. According to management, employee reaction to
the special, teraporary program has been highly favorable. The firm
believes the option has saved it money, but it argues that it is difficult to
track employee-replacement and associated costs.

A special separation payment was selected over higher lifetime bene-
fits because it would be easier to keep the arrangement temporary.
According to the firm, setting the level of the benefit involved a little
magic. Considering existing early-retirement incomes, the supplement
seemed enough. More would have seemed over-generous, perhaps waste-
ful. Two years’ salary seemed right. Our informant believes that the firm
would not have gotten a much higher acceptance rate if it had offered
three years’ pay instead of two.

Management considers the program well received. Out of a total of
160,000 employees, 8,000 wrere eligible. Below age 55, there was a 1%
acceptance rate; for emplcyees aged 55 to 59, the rate was 44%; and at
ages 60 to 64, the rate was 75%. Acceptance rates did not vary by occu-
pational category. Age was obviously the most important variable: over
half of the persons qualifying with twenty-five years of service were
below age 55, but only 1% of those persons took the option. (Nate, how-
ever, that persons under age 55 were not eligible for a pension.)

Unlike the procedure in some other firms and universities, electing
this early-retirement option was straightforward. The employee would
submit a request for retirement to his manager, who would pass it along
to personnel and the corporate headquarter§. There the details were
taken care of for the employee. Although the employee was asked to par-
ticipate in an exit interview, the firm claims he did not have to negotiate a
bureaucratic maze. He had elected the option, so there was no reason to
impose company consent.




EARLY RETIREMENT IN INDUSTRY »n

Firm C2 is generally satisfied with its experience with increased-
benefits early retirement. It met the firm’s needs, and management
believes that as long as the option is flexible, it can work to the com-
pany’s advantage. However, management did warn that the more often
carly retirement is encouraged, the more i affects retirement patterns in
the future. Furthermore, early retireme:at may come to be seen as an
employee benefit. Before offering the option again, therefore, this firm
will ask whether it is worth the risk, especially in light of recent concerns
about the discriminatoqg nature of these programs.

-
-

Firm C3 7

Firm C3’s early retirement plan, wfjich the firm says is more prop-
erly an “inactive-service’’ program, provides the early retiree with 50%
of his salary plus money from consulting assignments. Offered only to
certain workers, the option is not generaily known to employees, nor is it
mentioned in the firm’s retirement booVlet. It is aimed at salesmen aged
60 to 62 with ten years of service. (At age 62 an employee can retire with
full pension.) Approximately seventy-five persons have accepted the
company option.

The firm reports that some persoi.; on the program are bitter. As
our informant pointed out, this scheme is not really an *‘offer.”” Rather,
it is a management decision, and employees take the option because the
alternative is termination.

The company is now considering another type of inactive-service
program. It intends to devise a program. which will cause certain persons
to leave early and make way for young persons. Already less than one-
third of its retirees terminate at the mandatory age of 65. Most retire
between 62 (when they may take an uareduced annuity) and 65. Very few
now retire before 62, unless they are p:aced on the inactive-service pro-
gram. -

Firm C4

This large firm distinguishes between a person who retires after vest-
ing (ten years of service required) and one who has fifteen years of ser-
vice and has reached age 60. The laiter person is designated as an annui-
tant and is provided additional benefits, such as a continuation of life
insurance. If an employee retires voluntarily before age 60, his pension is
not supplemented.
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An early retirement at the company option is supplemented. When
the company terminates a person early, a severance allowance is paid in
accordance with a formula that differs for annuitants and others. Up to
two years’ salary may be paid in installments up to twelve months, as the
employee desires. The exact payment depends upon the employee’s age
and the number of years of service credit.

This option has been used to eliminate surplus employees, ineffec-
tive performers, and satisfactory employees iripeding the advancement
of new, more effective employees. Employees in all three categories
received the same treatment.

Although the firm uses this option to rid itselt of poor performers, it
encourages others to volunteer for the program. So far, management
thinks it has been able to cause the “‘right’’ persons to take the option. In
establishing the benefit levels, the firm tried to match what people would
be getting under an old program which offered a supplemental - ity
for life. Hospital insurance, family-income insurance, and product dis-
counts are also provided.

The firm has not saved much money under this alternative because
most people who have left early k~.c nad to be replaced. However, the
company is satisfied that the option has succeeded in removing marginal
employees.

Firm C5

This firm has an informal, temporary program which makes a sever-
ance payment to a person the firm wants to transfer but who would
rather not leave the areca. The payment is determined individually. The
benefit formula, roughly related to years of service, provides about a
year’s pay, usually made in a lump sum. Life insurance to age 65, medi-
cal coverage, anu a supplement to Medicare are provided along with the
payment. The closer an early retiree is to age 65, the smaller the payment.

This firm has not relied solely on this scheme to solve its manpower
problems. Like several other companies, it is large enough to handle
many of its probleins with transfers. When & person is identified as sur-
plus, the firm’s active job-placemcnt program attempts to find a new
position for him.

Special early retirees com- ise a small fraction of the firm’s annui-
tants. The firm has 20,000 employees on the retired roles, but only 75 left
with incentive early retirements. Management is concerned that making
pensions too generous may drain away the good people.

RIC
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Firm C6

This firm has two plans. Ong,is a normal severance-allowance pro-
gram that is granted to individuals whose jobs have been eliminated
because of technological advar.cements or for cost reduction. The
amount varies, depending upon length of service and how close an
employee is to retirement; it tapers off at age 62.

The second scheme i§ a special program which is administered by a
committee that controls salaries for upper management. When a person
is blocking organizational change, the ccmpany may grant a more gener-
ous severance allowance to move him out. When necessary, such persons
are paid up to one year’s pay over two years. The option exists to serve
the needs of management. It is used selectively, and our informant
stressed that there was no guarantee thai an eligible employee would
receive the option. In fact, only two or three employees per year are
removed under this scheme. Like other larger firms, this business tries to
relocate an employee before terminating him under the early-retirement
scheme.

Firm C7

In 1971, Firm C7 looked to the future and saw a downturn in busi-
ness. Hiring was reduced, business began to slack off, and the firm
anticipated imminent layoffs. Upon examining employee age distribu-
tions, the firm saw it would not be able to hire young employees, upon
whom it had depended in the past. Corporate management felt that if 1t
could not hire, the firm would face stagnation. On the other hand, it did
not want to fire established employees. .

‘““Management was willing to spend a few dollars to enhance retire-
ment for persons in older age groups,’’ our informant told us. A plan
was drawn up that would cause some employees to leave. By not refilling
all the vacated spaces, management would reduce the work force while
avoiding layoffs. Persons who met the criteria (age plus years of service
totaling 85 at age 55, or onc point less than 85 for each full year older
than 55) were offered unreduced annuities plus $200 per month until age
62. Persons aged 60 to 62 at retirement would receive the $200 until age
65 (the mandatory retirement age).

Group life insurance was retained in full force until age 65, when it
would begin to decrease to a lifetime minimum, and basic health-care
protection and major medical were maintained 7 r life. Individuals
covered under the company’s survivor-income plan o1 the survivor-bene-
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fit plan could keep their coverage to age 65 by having their share of cost
deducted from their monthly annuity payments.

The option was offered from top management on down. All who
were eligible received a letter of explanation from the president of the
firm. The terminations were handled as routine retirements. Firm C7
analyzed the acceptance pattern and found that with a few exceptions,
people were encouraged to retire about two years earlier than they had
planned to retire. Our informant feels that-this option caused the conﬁ;
pany ‘‘to lose a lot of good people, as well as those over the hill.”* There
was some concern about losiwtalent when the option was first offered,
but management was able to replace the early retirees without difficulty.

The firm is pleased with its program, and in the words of our infor -
mant, *‘it did not cost as much as it looks.’* He reports that if the firm
had had to replace every early retiree, it would not have used this pro-
gram. But anly 60% of the 1,720 early retirees were repiaced, and none
of the refilled jobs was a salaried position. The program had another
advantage in that it enabled tli¢ firm to continue hiring college graduates
during three years when its competitors were unable to do so.

Most employees were content with the offer, although the firm
received some complaints from persons who did not qualify. However,
management did not let anyone back out ui the decision once he had
made it, and that caused a few problems. To avoid complaints, anyone
who had retired early during the previous year was given the benefit of
the plan if he met the eligibility criteria.

This company’s experience shows that a successful program can be p
mounted quickly, if necessary. The program was degigned within one
month of the request from the president’s office, f8rimally placed on
paper during the following two weeks, and announced the next month.
Employees were given three months during which to elect the option.

L

Firm C8

This firm's formal early-retirement program was instituted in
response to union pressure, not as a way to remove employees. The op-
tion is intended to permit employees with thirty years of service to retire
even though they may not be 62 years of age. The program provides these
emplovees a pension supplement from the time of early retirement until
age 6. At that age, when the retiree can draw a reduced social-security
benefit, the supplement is reduced about 50%.

In addition to this formal program, the firm has encouraged some
people to leave with special pension arrangements. Others have bcen

T,
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given the position of quasi-corsultants. And still others, who were not
eligible for an unreduced pension, have been given one anyway. These
options are reportedly used very sparingly. Usually poor performers are
counseled, placed in new positions, or encouraged to move to another
firm while they are young.

Firms C9-C12 *

Besides the incentive of liberalized or suspended actuarial discounts
for early retiree pensions, these firms provide a supplementary benefit
tied to social security. The link to social security serves three purposes:
(1) it makes possible an exact prediction of cost; (2) it establishes a defi-
nite cut-off point (usually age 62, occasionally 65); and (3) it enables the
employee to view his early retirement as consistent with the retirement
norms of society.

Firms C13-C18

These firms illustrate the type of incentive early-retirement schemes
available at many firms. Employees whose agé and years of service total
a particular number may retire early without having their pensions
actuarially reduced. Persons who retire before achieving this number
have their pensions reduced, but they do not suffer the full reduction.
These options make it possible for some employees to retire early, but
they do not seem to attract many persons. Fhe additional pension benefit
is apparently not large enough to gduse people to stop working, at least
not until age 62. Sometimes prgssure makes ‘‘early retirement’” a
euphemism for ‘‘severance.”” . '

At least a half-dozen issues#ust be considered when an incentive
carly-retirement scheme is designed: & minimum age for retirement
cligibility, a minimum number of years of servi¢e, the consent of the
organization, the period the option is in force, ease of funding, and the
means of financing the supplement.

Industry has had extensive experience with incentive carly-retire-
ment schemes. A few larger firms have instituted formal programs.
Many more corporations have special arrasgements that are informal
and not widely publicized. Some programs are offered for limited
periods. Most effective in inducing early retirements are obviously those
olans that pay the largest bonuses to persons who quit. They also appear
to be the schemes most carefully administered and designed to respond to
particular organizational goals. In the eyes of our informants, the most
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efficient arrangement has been the lump-sum severance payment offered
for a fixed period.

4 Mimimum Age for Retirement Eligibility. A low minimum age
results in an inadequat¢ benefit level in most cases, but it may also pro-
vid: a lifetime severance allowance for a relatively young employee. A
low retirement age cap also be a burden Jn the retirement system. Age 55
appears to be the youhgest age at which most retirement plans in both
industry and academia permit the payment ¢”  tirement benefits. For
reasons of cost and level of benefits, few firms encourage incentive eariy
retirement prior to age 0.

A Minimum Number of Years of Serv- . Few conventional early-
retirement plans permit retirement after fulfiling only a service-credit
requirement, but both the minimum a#e for retirement and the number
of years cf service cre 1it continue to d-crease. Although some retirement
plans permit retirement benefits to be paid after only five years, rhe bene-
fits are quite limted, even when the emplpyee has passed age 55. An
increased-benefits early-retirement scheme, if it is to encourage more
than a few retirements. would probably have to be limited to persons
with at least ten years of service credit. Otherwise. the supplemental
benefits would have to be substantial to compensate for the limited years
of service credit and related employee and employer contributions.

Consent of the Organization. Wh n eligibility requirements are
liberal, the organization’s consent is usually required. In some cases, the
organization decides that an employee who might be eligible tor early-
retirement benefits does not meit an increased pencion. In ouner cases,
an orgamzation might lose employees whose performance was at or
above par, or it might pay a lifetime severance benefit to an employee
who resmploys with another (possibly competing) organizauon. Some-
times organizational consent 15 required at younger ages but not older
ages. Despite the usefulness to management of organizational consent,
*window’’ options have been used to make early retirement available 10
all persons 1n certain age-service cohoris, in order to avoid possible
charges of discrimination

Pertod tn Force  Some firms view these options as temporary,
nthers, as permeaent. In practice, all are temporary since they may be
revised. Reali.ing that any option 1s temporary, employees may delay
tahing thic option the first time otfered 1n hopes that the program may be
available at a later ime when they feel they will be in a better position to
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take it. Due to these postpor:d retirements, the net result of a program
might be only a negligible reduction 1t the age of retiren.ent.

Ease of Funding. Basing an annuity supplement on a projection of
future salary (or on present salary and stock -growth trend.) is somewhat
risky. A multiple of current salary as a termination benefit is more
certain.

Means of Financing the Supplemen:. The provisions. of the
Employee Retirement Income Security Act (ERISA) and sections
403(bj and *' S of the Internal Revenue Code demand special attention to
the way in which supplements are paid to persons who terminate or
retire. Under the IRS code, there are limitations on the amounts that can
be added to a person’s annuity. (These issues are discussed at length in
chapter 6.)

The key points in designing a scheme seem to be the mmimum age
for eligibility and the mmimum number of years of service credit. Institu-
tional consent, over and above what is implied in the design of the early-
retirement option, is less widespread. Early retirement must be financed
in some manner. either from %Ye orgari *ation’s general funds or through
the pension ccntributions of current workers. The options include an
influx of add<ional funds, a reduction in the number of employees,
increases in the actuary fables, and a selective distribution of available
funds among particular groups of workers. It would be possible for an
institution to detcrmine which employees have reached an age and length
of service allowing their comfortable retirement while also leaving funds
to finance a net increase in employeces. However, these employces may
not necessarily oe the ones that the institution would hke to retire.
Further, selective early retirement may not be viewed as equitable.
Instead, blanket availability of early retirement for age-service cohorts
may be 1n order.

EARLY RETIREMENT IN THE FEDLEP.LL GOVERNMENT™

Pensior. programs in the federa! government are alleg~! to have
geneious provisions. The civil-service pension program is said (o be so
generous as to encourage early retirement. In this regard, the nulitary
retirement program also comes immediately to mind because of the early
age at which many officers retire and bzcause of its well-known “‘up-or-
out” provision These charac _ristics have prompted some college and
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university administrators to question whether similar retirement pro-
grams might be adopted to encourage faculty members to terminate
early. Although academia may learn imponant lessons from the experi-
ence of these systems, there is little to suggest that their provisions could
or should be copied by colleges and universities.

Early Retirement in the Civil Service

The Civil Service Retiremen: and Disability Find covers nearly all
civilian government employees, including all appointive and elective
officers and employees in or under *he executive, judicial, and legislative
branches of the United States Government and the municipal govern-
ment of the District of Columbia Postal Service employees are also cov-
ered by the civil-seryi ‘= retirement system.*' In 1976 almost 1.5 million
people were drawing civil-service retirement benefits.*

In 1920, when the Civil Service Retirement Act became law, the
government employed an abundance of superannuated employees. Many
were in their eighties and nineties. At that time the goal of the newly
formed retirement system was ‘‘to remove the aged and the disabled
from government’s active work force, and to do this in a socially accept-
able way.’’** Althcugh this is still the fundamental objective of the retire-
ment program, nnd although the system does not include an incentive
early-retirement plan, civil-service employees have tended to retire earlier
and earher.?* The average retirement age dropped from 61.2 in 1964 to
58.1 in 1974. During the past ten years, there Las also been a‘marked
increase in involuntary retirements with reduced annuitie, at young
ages.*’

An employee must fulfill certain conditions betore he 1s elizible for
what the civil-service retirement system terms ‘‘optional retiiement.’’ He
must meet one of three minimum conditions of age and service: (1) age
62 with five years of service; (2) age 60 with twenty years of service; or
(3) age 55 with thirty years of service.’* Having qualified 1n any one of
these categories, the employee may have his annuity determined n the
regular manner, the amount depending primarily upon length of service
and average pay dunng the three years his salary was highgst.

An employee may also be retired mvolumaﬂu‘)y,yhen an agency 15
making a major staff cut, when a particular.posiion is dissolved, or
when an office or agency is hiquidated.?’ In these situations the aunutt, 1s
reduced by one-aixth of 1% for each full month the emplayee is under
age 55. Early optional retirement is also available for employees whose
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duties are in law enforcement, firefignting, and air traffic control. These
people can retire without reduction under age S5 after they have met cer-
tain requirements. Retirement due to disability may take place at a
younger, age if an employee becomes totally disabled and is unable to
sansfaclonly perform the duties of his posmon He must also have com-
pleted at least five years of civilian service.*

In 1964 a survey was conducted of civil-service annuitants who had
retired under the ‘‘$5-30"’ optional-retirement provision. (Our search of
the literature did not uncover & more recent survey.) The respondents
were overwhelmingly positive about their early retirements despite the
fact that they had retired with a permanent reduction in benefits.?

Early Retirement in the Military

In the miitary, promotion and retirement are intricately bound
together. Personnel are regularly considered for promotion from one
grade to another. Promotion is automatic to second lieutenant (in the
Army, Marine Corps, and Air Force) and io ¢nsign (in the Navy). After
that point, promotion becomes a competitive process administered by
the Selection Board.® At the lower ranks, an officer 1s separated if he
fails selection twice. He receives his separation compensation, which 15
based on his number of years of commissioned service, in a lump sum.

The procedure changes slightly when a member of the Army, Air
Force, or Marine Corps is attempting premotion from major to lieuten-
ant colonel and when a Navy officer is attempting promotion from heu-
tenant commander to commander. If the officer is passed over twice at
this step, he must be retired by his twentieth or twenty-first year of com-
missioned service. If promoted, he is guaranteed a positidn in the service
until he reaches retirement eligibilit e pension received 1s 2-1/2% of
base pay times the number of yeaﬁ commussioned service. Similar
procedures apply to the mgher ranks, with shght differences among the
services.

Military retirees tend to be ycung. If an individual retires upon com-
pletion of a normal carcer (twenty years), he may be in his carly forues.
Two things cause these young retirement ages. First, men ordinarily
begin their military careers very young; officers are usually in the'r carly
twenties. Second, a person may retire voluntariiy after only twenty yearsj
knowing that he will reccive full benefits. However, many of these relal
tively young men are retired because they have been separated from th,l
service before they have progressed very far through lhefaﬁks True, j,ﬂe
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less qualified are terminated, and it is conternded that the ‘‘up-or-out’’
system maintains a ‘‘young, vigorous force.’’*’ One pertinent fact,
though, is that those who are retired are also relatively young and vig-
orous.

“Up or out’’ also indirectly causes many voluntary retirements. An
officer may choose to retire if he realizes that he has been performing
poorly and will not be promoted at the next step. Perhaps to save face, or
because he determines that the extra year or so he gains toward retire-
ment benefits by staying until he is involuntarily separated will not com
p-nsate for what he could earn in civilian life, he\decides to leave before
he is told he must. For example, a naval captain with four years at
Annapolis and twenty-four years active duty as a commissioned officer
decided to retire at age 46. He saw little chance of being advanced to rear
admiral. As he described it, the Navy had about 1,100 engineering duty
officers. Each year only one or two, maybe three, made admiral. In his
opinion, if he was going to have to leave the service and go into the busi-
ness world, the younger the better.*?

Is the captain’s move to be considered early retirement? Perhaps
not. Most military men retire between ages 40 and 50; military pensions
are paid on the average at age 42.”* Thesg ages are considered “early’’
only outside the military. Indeed, there is some question concerning the
appropriateness of the word ‘‘retirement’’ for these separations. Perhaps
the term ‘‘mid-career change’’ more properly applies. Recall, though,
that the military offers nothing to assist these persons in their mid-career
change beyond some advice about retirement benefits and suggestions
about ectablishing a second career.

The military retirement scheme is unlike any other. Most civilians do
not work in jobs that offer promotions as frequently as a military caresr,
nor does their continuing to work depend so completely upon their
ability to nise in rank. A military retiree almost always needs to plan for a
second career. This is not true for people who retire from private in-
dustry.

The military and civil-service retirement systems do not seem to hold
much prom:ise as models for academia. For one thing, their costs are sky-
rocketing.’* Rep. Les Aspin of Wisconsin has called federal pension pro-
mises ‘‘the secret national debt.”’* Some upper-echelon civil-service
employees have found it more profitable to retire than to cortinue work-
ing because until recently cost-of-living adjustments have exceeded salary
increases.’ The Department of Defense, concerned about extremely
early retirements, has drafted propesals to ‘““deliberalize’’ the current
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military retirement system. The main idea is to encourage military per-
sonnel to remain in service for thirty years by boosting the pension bene-
fit formula during the third decade of service. The civil service and mili-
tary do not want to encourage more early retirements. To do so would
only place an ever-greater burden on an already troubled pension system.

Even with thefe problems, some persons have suggested the ‘‘up-or-
out’" system fof” academia. But the system probably would not help
academia solve its immediate manpower problem because of the time lag
involved. Im fact, an ')l;:)gqy'oy’mrbcess which included hefty sever-
ance paymeM place an unbelievable financial burden upon a
college or university. One thing we can learn from the military and civil
service is that business and indusfry may be right to use lump-sum sever-
ance payments to encourage early retirement. In that way, at least, the
total cost of the extra payment is known in advance.

v

EARLY RETIREMENT IN ACADEMIA

Although many universities and colieges have had early retirement
plans for decades, they generally only allow early retirement with a
reduced annuity. Recently, though, institutions have made provisions for
increases in early-retirement annuities to permit or even encourage per-
sons to retire before the mandatory age.

During the growth years of the 1950s and 1960s, few universities and
colieges had reason to consider ways in which to cause employees to
retire early; they were having a difficult time recruiting and retaining
them. Some institutions that had mandatory retirement provisions also
had arrangements to re-hire over-age employees on a year to year basis.”
Most persons who wanted to stay on after mandatory retirement were
permitted to do so. Besides, at many institutions, mandatory retirement
was as high as age 70. Some universities and colleges still set age 70 as the
mandatory retirement age, and a few permit extensions beyond manda-
tory retirement; but in recent years the trend has been toward lower man-
datory retirement ages and fewer extensions.’* The reduction in the
retirement age in academia is consistent with the reduction in the
economy as a whole.” However, retiremant ages in academia are still
generally higher than those in industry, and a retirement considered
“early’’ in academia might be considered *‘late’’ elsewhere.

In the early 1970s, Teachers Insurance and Annuity Assotiation of
America-College Retirement Equities Fund (TIAA-CREF) began to
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receive increased inquiries about early retirement. In 1972, TIAA-CREF
prepated a document outlining & variety of provisions intended to
supplement benefits for early retirees. These provisiens were designed to
make early retirement more attractive and to give institutions more flexi-
bility in adjusting tostaffing needs.*® ¥t

In late 1972, TIAA-CREF sent a questionnaire to the business
offices of 2,533 universities and colleges seeking information about their
early-retirement practices.*' Among the 1,294 institutions responding,
over fifty reported providing some type of severance payment—includ-
ing lump sum payments, a year’s sa'ary, a percentage of accrued sick
leave, or a contribution to the pension fund to bring the early-retirement
annuity up to what would have been received at mandatory retirement.

A reduced work-load option was reported by forty-four institutions.
They were using this alternative both as an incentive to enter early retire-
ment gradually and as a way to supplemcnl the incomes of persons retir-
ing early at reduced benefit rates. Some institutions also provided all or
partial fringe benefits, including continued contributions to ‘he pension
iund until the mdndatoiy retirement age, as part of this option.

Twenty-nine colleges reported programs that provided supplemental
monthiy retirement incomes for early retirees. Benefits (beyond those the
early retirees would receive anyway) were provided by payments from
current operating .funds, additional premiums paid to individual annu-
ities, group annuity arrangemants, and special retirement funds and
reserves, Other incentives included continued payment into social
security, payment,of health- and life-insurance premiums, and payment
of pension fund contributicns until the mandatory retiiement age.

About the same time that TIAA-CREF administered its early-retire-
ment survey, the Office of Institutional Analysis at the University of
Virginia conducted a similar survey of the forty-eight member institu-
tions of the Association of American }vaersilies." The Umiversity of
Virginia study uncovered plans for feducing the mandatory retirement
age to 65 in about half of the institutions. Most of the remaining institu-
tions either already had begun- or were intending to begin- incentive
early-retirement plans. '

A follow-up survey of #he University of Virginia sample was con-
ducted during 1975 by the Office of Institutional Studies at the Univer-
sity of Southern California.** This survey found that early-retirement
plans in universities had not changed much since the original study. The
planned lowering of the mandatory retirement age had taken place at
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three institytions. Although some of the sample institutions were still
considering changes in their plans, few changes had been made. Four
universities had begun early-retirement programs, but eight had dropped
their plans or were using them sporadically. Unfortunately, the reporting
institutions were able to provide little information about the effective-
ness of their early-retirement programs. Either they had not kept ade-
quate records, or their plans had been in operation only a short while.

Other schemes were reported, including*he payment of severance
pay in a lump sum or in installments. Phasing into retirement through
part-time employment was also discussed. Under this option, contribu-
tions to the employee’s annuity would be gantinued at his full-time salary
level so that his 1 2tirement income would'be unaffected by his switch to
part-time work. Another proposal provided an early-retirement supple-
ment to persons retiring at least five years early. The supplement was cal-
culated in 2 manner that allowed the larger supplement to those persons
retiring the earliest.

These surveys provide sufficient data about most current early-
retirement plans in a~ademia. In crder to discover the essential ingredi-
ents of incentive early-retirement schemes, we investigated ir more detail
the several plans that had encouraged faculty members to retire before
the mandatory age. These five university plans are outlined in the follow-
ing ,.ages. In chapter 3, the experiences of persons retiring under four of
these schemes and the schemes of two corporations are analyzed.

Institution A1l

U 1til recently, early retirement at this institution was accomplished

- informal'y. There were no precise regulations concerning the eligibility

age for early retirement or the number of years of service required. The
faculty member retiring early received approximately 75% of the annuity
that he would have received at the normal retirement age of 65. The cust
of the supplemental annuity averaged about one-third of the total salary
and benefits he would have been paid had he remained on the faculty
until age 65. Individualized calculations were required to determine the
amount of the anauity, which was dependent on the amount of the pro-
jected annuity at early retirement.

A standardized formuld was recently developed to simphfy calcu-
lations. The administsation ha€ decided to offer the standardized early-
retirement annuity to staff members with at least ten years as members of
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the retirement plan and who will be at least 60 years of age and will have
at least twenty years of service by July 1, 1977. The offer is being made
only for early retirements to be effective either July 1, 1977; January 1,
1978; or July 1, 1978. The supplemental annuities will be purchased out-
side the regular retirement plan on a single-life basis without a spouse’s
benfit. The informal program will be continued for individuals age 55 to
60. Under both the formal and the informal program, the only restriction
on employment is that the early retiree may not be reemployed at the
university.

This university formalized its incentive early-retirement plan to
create an option for long-service employees who would otherwise be laid
off, to give long-service pensions to senior faculty and staff who wanted
to retire for personal reasons, and to encourage marginal performers to
retire. '

Institution A2

At Institution A2, where the mandatory retirement age is 70, a fac-
ulty member may retire at any age between 65 and 70. His early-retire-
ment benefit is equal to what he would have received had he waited until
age 70 to retire, but without a salary change. Durir.; the early retirement
years, he receives benefit payments directly trom the university, which
makes full contributions to his annuity. When Le reaches age 7v, the uni-
versity contributions cease. He then begins to draw his annuity. Eligibil-
ity is limited to employzees with at least twenty years of service and eigh-
teen years of retirement-plan participation.

Under the terms of the early-retirement plan, any retiree who
“resumes gainful employment’’ anywhere while he is still receiving
interim benefits directly from the university (i.e., prior to age 70) will
forfeit those benefits as long as he is employed. There seems to be no
standard interpretation, however, of what constitutes ‘‘gainful employ-
ment.”’

This university launched its early-retirement plan two decades ago
when 1t realized some people reaching the mandatory retirement age had
pensions too low to provide for an adequate retirement. Although age 65
had been intended as the ‘‘normal’’ retirement age, most people could
not afford to retire before the compulsory age of 70. Concerned that it
was penalizing long-service employees, the university devised what might
be called a career-service supplement. The plan does have an element of
inducement, but most people see it as a bonus for twenty years of service.
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Institution A3

. The scheme at this university involves early retirement plus part-
time employment. When a professor decides to retire early, he receives
the actuarial equivalent of the benefits due him under the normal early-
retirement program. In addition, during the period between early retire-
ment and mandatory retirement, he is given part-time employment which
brings his total income up to the annuity he would have received-had he
remained employed at his current salary until the mandatory retirement
age. At the mandatory retirement age the part-time employment ceases,
and the early-retirement benefits are supplemented by an annuity pur-
chased by the university. Thus, at the mandatory retirement age, the
early retiree continues to receive an income equal to the annuity he would
have received had he remained fully employed until mandatory
retirement.

Institution A4

The plan at this institution was a response to a high proportion of
tenured faculty members who severely restricted the school’s ability to
hire new academics. An early-retirement plan was sren as a way to
increase turnover in the faculty.

The plan was based upon the premise that early retirement should be
open to all older faculty members at their own initiative, not offerea on
an ad hoc basis to certain persons. The plan’s designers reasoned that the
best candidates for eariy retirement were those persons with lower-than-
average salaries for their age and length-of-service groups. Assuming
that one’s salary is an indication of relative productivity, the pian calcu-
lates the early-retirement benefit ~n the basis of the median earnings for
one’s age and service category. It therefore offers a great financial incen-
tive to retire to the lower-salaried employees. Although the plan has been
in operation for several years, it has encouraged only a half dozen per-
sons to retire.

Institution AS

The mandatory retirement age at Institution A5 is 70. In 1971, how-
ever, an “accelerated retirement program’’ was implemented, not so
much as a w ay to encourage peopie to retire early as a means of supple-
menting the inadequate pensions some retirees were receiving. The pro-
gram originated in th= faculty senate, where its supporters argued that all

€.
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faculty members should be financially able to retire at age 65. The result-
ing senate resolution also noted that faculty members should be encour-
aged to voluntarily fix a date for retirement far enough ir advance to per-
mit effective personal retirement planning and the orderly replacement
of rotiiing professors. If a faculty member fixes hi, r#tirement at age 65,
the university will match an increased payment into his retirement
account. If he then fails to retire at age 65, the university stops its contri-
butions to his pension account.

Recent changes in the provisions of -the option permit an employee
to accelerate contributions to his annuity program during any ten-year
period between ages 52 and 65, but not beyond age 65. There is some
confusion about the purpose of the option. Clearly, a primary factor
was concern for faculty members faced with the choice of retiring on
inadequate pensions or remaining on the faculty until an advanced age
because of financiai need. But the scheme is also seen by some as a way
to encourag: less productive faculty members to retire early.

This program is unusual in that it requires the participating faculty
member to fix his retirement date ten years in advance. He may elect to
stay on past that date without the university’s consent, but the university
can cease its contributions to his annuity program. Once a person does
retire and begins drawing his annuity, there is no restriction on employ-
ment at the university or elsewhere.

More than four-hundred faculty members have opted for the
accelerated retirement program, but as of July 1, 1977, only mnety had
reached theii specified retirement dates. In the last several years, it is esti-
mated, about onz-third of those who reached their retirement dates con-
tinued on in their uriversity positions, although sometimes they worked
part-time or only for an extra year. That no attempt has been made to see
whether participants do indeed retire on schedule reflects how little this
program is considered a means of encouraging early retirement.

We investigated the increased-benefit early-retirement arrangements
of several other universities, but none of those options had been imple-
mented or had reiired more than a few persons. One institution devel-
oped an arrangement whereby it would make a payment to the early
retiree’s annuity program so that his early annuity would equal what he
would have received by staying on until the mandatory retirement age.
The arrangement was never formalized. It was offered to only a few indi-
viduals and has not been promoted or discussed on campus. Anothes
institution devised a scheme involving early retirement and reemploy-
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ment, but the state retirement system is blocking implementation of the
option. Grossly underfunded, the system could run into the red if many
persons took even normal early retirement.

CONCLUSION

We have focused on oniy two career options—md-career retraining
and early retirement—but there are few other options for overstaffed
universities and for faculty members in glutted fields or with outdated
skills. From the university’s perspective, the options, short of firing a
professor, include finding some new way to use his skills (shift him into
administration), giving him new skills to v<e elsewhere (mid-career re-
training), or paying him to retire early (in..ative early retirement). The
professor’s options are similar and include identifying new tasks or chal-
lenges that can be met with current skills, learning new skills that make
him employable in a setting where jobs 2re available, or retiring if he can
afford it.

Individuals have changed careers through each of these means, but
most shifts to date have occurred informally and at the individual’s ini-
tiative. Industry and academia have implemented formal career change
programs, but both sectors have had far more experiernce with incentive
early retirement: those actions taken to encourage people to retire earlier
than usual. These schemes promise to open university ranks to new
faculty members with needed skills, to free money for new hiring, and to
improve morale. Later chapteis will deal with the fiscal and staffing
questions, but first the human consequences of induced early retirement
will be investigated.
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Experiences of incentive
Early Retirees'

Academics apparzntly accept retirement as part of their life cycle,’
and most are satisfied with their lives during retirement.’ Many even lovk
forward to retiring.* Retired professors tend to be-in good health and
have relatively good incomes,’ two key variables affecting retirement
satisfaction.® Their generally positive feelings derive in part from the
relative ease with which they are able to continue their scademic lives
during retirement. Most reired academics 4o not shut themselves off
entirely fron: their former lives.” Emeritus professors are involved 1n a
variety of activities, many continuing those academic pursuits they
enjoyed most while employed, others pursuing new non-academic
interests.*

During the past decade, researchers have found retired professors
willing to return to research related to their preretirement research.’
Others have discovered that retired academics want gainful part-time
employment.'® Yet most former profess)its want to return tc work not
because of financial need but because they would ¢cnjoy doing so.'
Several recent studies indicate the extent of academic reemployment.
Alan Rowe found that 40% of retired acadeinics are employed, mos! of
them in teaching or research.'? In a nationwide study of its annuitants,
Teachers Insurance and Anruity Association-College Retirement Equi-
ties Fund (T:AA-CREF) found that 48% of its respondent< had worked
for pay after retirement. Retired faculty members and administrators
were more likely to report employment after retiremeni than were r~i.-
academic annuitants.” In a study of recent University of California
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retirees, 44% reported reempleimnent, and 84% of these persons were
satisfied with the amount they were working. '

These data show the widespread desire of researchers and teachers
to maintain their academic lives and even to continue in some line of
related employment. What do thesc attitudes mean for retirement
schemes aimed at getting academics to retire early? How likely is it that
these persons will agree to retire early? What has happened to those who
have retired early? Are they any less satisfied than other retirees? Since
widespread early retirement in academia is a recent phenomenon, little
nationwide information is available to answer these questions. We do
have, however, data from a study of recent retirees of the University of
California in which the experiences of professors who voluntarily retired
early are compared with the experiences of those who retired at the man-
datory age.'’

Since 1968, more than 40% of the full-time faculty members who
retired from the University of California did so before reaching the man-
datory age, and the early retirces tend to be more satisfied with their
retirement decisions than the mandatory-age retirees. Furthermcre, the
early retirees reported overwhelmingly that, if they had it to do all over
again, they would stll retire early. Curreit employees plan to retire at
about the same average age as recent retirees, and those planning to reyre
early are much more likely to look foiward to retirement than persons
planning to retire at the mandatory age.

Perhaps the most important finding of this and several other recent
studies is that even if mandatory retirement were abolished, many facul y
members would consider retiring early under the right conditions.The
Umiversitv of California study found that 21% of the mandatory-age
retirees and 33% of the early retirees would have retired earlier 1f they
had been offered a more attractive early-retirement plan. At all ages of
retirement, the primary condition was a larger annuity. As an induce-
ment, part time employment ran a poor second Sixty-eight percent of
current employees reported that they also would retire earlier than they
now planned to if offered a larger pension and—less important-—part-
time employment. ’

Since the University of California study was conducted, other re-
searchers have obtained similar results. A study of University of
Southern California faculty members found that 28% of recent retirees
would have preferred to retire earlier under a mors advantageous plan,
and 75% of current faculty members would consider cariy retirement
with appropnate financial incentives. '
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A nationwide survey of academics discovered similar feelings.'’
Two-thirds of the survey’s respondents would consider retiring earlier
than they now plan if they were assured of pension benefits equal to
those they would receive at mandatory retirement. Here too, part-time
esnployment was the second most important condition for early retire-
ment. »

Many of the faculty members who now speak favorably of early
ret.ement might not take advantage of a plan if it were offered to them.
Neonetheless, these data suggest that a sizable portion of today’s aca-
dernics who are not now planning to retire early might agree to do so
under the right conditions. Offered an increased annuity and part-time
employment arrangements, some faculty members have agreed to retire
early.

We conducted extensive personal interviews wsh individuals who
had retired under special incentive ehrly-retirement provisions. Through
these interviews we hoped tc obtain a consumer report, so to speak,
about induced or incentive early retirement. We hoped to find ous when
and how the respondents decided to retire early, why they did so, and
how satisfied they were wi:h their decision. We also wanted to know
whether early retirement had affected their financial well-being, their
professional activity, and their general activity and happiness. Finally,
we sought to know how ihey had prepared themselves for early retire-
ment, what advice they would give to others considering early retirement,
and how they would evaluate the early-rettrement programs at their own
institutions.

THE INCENTIVE EARLY RETIREES"

Potential respondents for the study were identified by the adminis-
trators of the special incentive early-retire:..cnt programs at four univer-
sities and two corporations. (For reasons of confidentiality, these insti-
tutions cannot be identified. We will refer to the academic institutions as
A1 through A4 and to the corporations as Cl and C2.) Although we
requested the names of all faculty or managerial and professional staff
who had retired under the special options, institutions Al, A4, C1, and
C2 preferred to make th= first contact with potential respondents them-
selves, relaving to us the names of only those who consented to answer
our questions. We intended to interview all the retirees whose names we
were given. However, we took a random sample of 60% of the retirees
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~from institution A2 because it had many more potential respondents
than the other institutions.

\ Altogether, we interviewed seventy incentive early retirees, of whom
’ fifty-two were from the four universities (Table 2). Sixty of the inter-
views were conducted especially for this study between October, 1976,
and February, 1977. Ten were conducted in 1975 as part of an earlier
study.” The interviews averaged just under twp hours and were con-
ducted jin the retiree’s home or . fice. Tw :lve interviews were conducted
by tetephone, with no noticeable differences in length or depth of
resppnse. The interviews were structured informally, according to an
}Mview guide reproduced in the appendix. Nearly all the responses

<7 were open-ended and were coded after the interview.
Forty percent of the retired faculty members were from the sciences
(including the social sciences); 43% were from the professions; and only
15% were from the humanities. One respondent was a nonteaching
librarian. The scientists included seven from engineeting; two each from
chemistry and the biological sciences; and one each from physics,
zoology, and plant physiology. Among former social scientists were

Table 2 lnt;rviewec Participation by Institution

Number of Special-
Incentive Early Retirees
Percentage
of Potential
Retired from Contacted for Respondents
Institutions  the Institution Participation Interviewed  Interviewed
hd Academic
Al 16 16 6 38
A2 56 13 29 $2
A3 16 16 15 94
A4 6 6 2 33
Subtotal 94 71 52 55 |
Corporate ‘
Cl * ’ 1 9 .
2 ¢ ' 9 9 .
Subtotal * 20 e .
Total * 9] 70 »

*Data not uvallable
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three economists, two anthropologists, one political scientist, and one
psychologist. The professionals’ fields included education, physical
education, business, medicine, nursing, dentistry, public health, journal-
ism, library science, and social work. Respondents from the humanities
represented English, French, German, history, classics, and fine arts. We
made no attempt to select respondents by field because of the relatively
small pool of respondents. Furthermore, We did not weight the responses
to adjust for sampling and response rates or to produce population esti-
mates. The sampling procedure prohibited such adjustments. Most of
the interviewees had retired very recently. In fact, 69% of the academic
retirees and 89% of the retirees from business had retired no more than
two years before they were interviewed. Nevertheless, six retirees in
the study had retired from five to ten years before the interview, and we
found no systematic differences between their responses and those who
had retired more recently. .

By current American slandard)s, the subjects had not retired very
early; nearly half (49%) were age 65 or older at retirement (Table 3).
There was a marked difference between the average retirement ages of
the corporate anc academic retirees, however: 59.6 fur the retirees from
business a:id 64.0 for the academic retirees. Eighty percent of the aca-

Table 3 Age at Retirement

Age

Institutions 55-59  60-62 63-64 65-66 §7-70 Total

Atademic Percentages ———————"-
Al 50 50 0 0 0 100 (6)
A2 0 3 0 83 14 100 (29)
A3 3 13 3 40 0 100 ()5
Ad 0 0 100 0 0 100 )
Subtotal 10 12 14 58 8 100 (52)

Corporate
g 2 a4 3 0 0 100 (9)
C2 56 44 0 4 0 100 9)
Subtotal 39 44 i7 0 0 100 (18)

Total 17 20 14 43 6 100 (70)

Note' Row percentages do not always sum to 100% because of rounding
*Number af respondents upon which row percentages are based is shown 1n parentheses
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demics, but only 17% of the corporate retirees, were over age 62 at the
time of retirement.

An institution’s mandatory-retirement regulations obviously influ-
ence the age of retirement. On the average, both the academic and the
corporate retirees terminated four to five years before their respective
mandatory ages. However, because of the higher mandatory-retirement
age for most of the academic retirees (age 70 at institution A2 and age 67
at institution A3), the retired academics tended to be older at the time of
retirement.

In spite of having retired younger, the corporate retirees tended to
have been employed loniger by the firms from which they had retired;
72% of these retirees had thirty or more years of service, compared with
cnly 34% of the academic retirees. 1 his difference is partly the resuit of
the relatively older ages at which academics are first retained by institu-
tions and also of their tendency to move among institutions during their
careers.

The early-retirement eligibility requirements set by an institution
also help determine the age of retirement. In our survey, the effects of
such requirements are most evident where retirement decisions were
generally voluntary—i.e., at institutions A2, C1, and C2. Most of the
early retirees from these institutions retired almost immediately after
meeting the age and service requirements for special early retirement. At
institution A2, where the early retirement eligibility requirements were 65
years of age and twenty years of service (plus eighteen years of partici-
pation in the retirement plan), only 31% of the early retirees continued
working after establishing eligibility on both criteria. At institution Cl,
where eligibility was established after age 58 with thirty years of service,
only 22% of the early retirees passed this point. The special incentive
arrangement at institution C2 was a limited time ‘‘open window’’ which
had been offered twice in the past five years to anyone with twenty-five
years of service. The early retiree received half-pay for four years on top
of his regular early retirement pension if he was 55 or older. If he was
under 55, he got only the special severance payment. Only 23% of the
early retirees had passed up the ‘‘open window”’ the first ime they were
eligible for both the special payment and a pension.

i

i

i

THE DECISION TO RETIRE EARLY

Few of the interviewees had made long-range plans to retire early. I
fact, over half of them (58%) had begun thinking seriously about early
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retirement less than four vears before their decision, and 29% had been
seriously considering it for less than two years. Only 217 of the respon-
dents had been planning to retire early for more than ten years. At
institution Al, whose special incentive program was the least voluntary
and newest among all six institutions, our respondents made their retire-
ment decision in the shortest time: less than two years for all six. Nearly
one-third of the retired faculty members from institution A2, where
mandatory retirement was age 70 and the twenty-year old early-retire-
ment plan for those aged 65 was strictly voluntary, nearly one third said
they had *‘always’’ expected to retire early.?® The respondents were quite
candid in'their descriptions of why they decided to retire early.

I was not on the forefront of work, and I had worked since [my
childhood]. I was looking at others who were old; and [ was not con-
vi-ced they were very effective. I felt one of the best contributions a
person could make would be to get out of the way of others.
(University A3, respondent #16, social science field)

When early retirement came out, there were two factors. [This
campus] was d with decreasing its faculty by [a specific num-
ber]. In my depdtment there were two brilliant young faculty mem-
bers, and I was sure the department would take a cne FTE cut. | had
in mind that I would hate to see one of these men cut, but if early
retiremgnt had not worked out, I would not have retired. There were
. internal strife. . .. [
. I wanted to release

I found that I did not enjoy teaching much, and I started to experi-
ence [a particular physical problem], so the early-retirement plan
was attractive. I retired two years early. I was so near to the normal
age that there was really no difference. I saw early retirement as a
way' to get out of two years of pain. (A4-2, profession)

I considered it even before there was special compensation . . . I
had a couple of large academic projects that I wanted to firush, and
I already had a house in [another state]. | wanted to get away . . . |
had worked twenty-seven years at [this umiversity], cont:nuously
from 1946 to 1973. . . . It was not out of a sense of disenchantment
with the university or profession. It was a personal considera‘ion
regarding my writing. (A4-1, humanities)

The rzasons for retiring early were quite varied, and although there
were minor differences among institutions, there was aimost no dif-
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ference between retired academics and retired corporate employees
(Table 4). That is, the rank order of reasons for retiring early, deter-
mined by how frequently they were mentioned, was nearly identical for
retirees from academic institutions and retirees from business.

Most of the early retirees mentioned several factors which influ-
enced their decision.?’ The most common reason (mentioned by 49%)
was that they had already developed, or else wanted to develop, some
interests outside their regular work-related responsibilities. Often the
academics had a specific project in mind, such as finishing a book or a
research project. Others said they retired to set new goals for themselvés
and to enjoy an altogether different life-style. The next most frequently
stated reason (mentioned by 43 %) was that they had lost interest in or no
longer enjoyed their work, or else they were fatigued by the pressures
that accompanied even the most enjoyable challenges. Some of the early
retirees (31%) said they saw little reason' to continue, since they already
had enough money to retire comfortably. In 30% ot the cases, the special
incentive arrangement had encouraged the interviewee to retire early.
(There was no double-counting these last two reasons. That is, we sepa-
rated being offered an attractive arrangement that made early retirement
financially feasible from having enough money to retire regardless of
one’s retirement plan. If one considers these situations essentially the
same, then being financially abie to retire becomes the primary reason
for early retirement.) One-fifth of the early retirees said a health problem
or disability had contributed to their early retirement, and 17% said t..ey
felt they had worked long enough and deserved a change or rest. Other
reasons were mentioned less frequently.

Asked, “Whom did you talk to about when to retire?’’ both aca-
demic and corporate retirees mentioned spouses most often and then
their superiors.?> Twelve percent of the respondents said they had
discussed their decision with no one. The retirees who discussed their
decision with tne admunistrators of their retigément system were notice-
ably few (only 14%). This only means, howéver, that they did not seek
advice from the retirement system on when to retire. Many did in fact go
to the retircment office for information on financial matters and other
details of the arrangement before making their decision

SATISFACTION WITH THE DECISION

M aety-eight percent of the early reiirees said they were either satis-
fied or very satisfied with their d¢ ision to retire early. Only one retiree
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Table 4 Reasons for Retiring Enrly

SATISFACTION WITH THE DECISION
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Table 5 Satisfaction with the Decision to Retire Early

Age at Very Very
Retirement Dissatisfied  Dissausfied  Sausfied Sausfied Total
Academics - Percentage
61-710° 0 0 25 75 100 (4)
65-66 0 0 30 70 100 (30)
63-64 0 0 0 100 100 (4)
60-62 0 17 0 - 83 100 (6)
55-59 0 0 40 60 100 (s)
Subtotal 0 2 25 73 100 (49)
Corporate
Emnioyees
63-64 0 0 33 67 100 (3)
60-62 0 0 38 €3 100 (g)
55-59 0 0 14 86 100 (7)
Subtotal 0 0 28 72 100 (18)
Total 0 2 75 73 100 (67)

Note: Missing observations (MO)=13

\ said he was dissatisfied (Table 5). Seventy-three percent said they were
‘very satisfied. The overw helming positiveness of this response might lead
some to wonder-whether the respondents were being candid with us or
whether they. had rationalized their decisions. Given their openness on
many topics, Nell as their enthusiastic comments, this possibility
seems unlikely.

It has enabled me to complete my book, which took me longer than
I thought. Monetarily, the income has been O.K. I haven't missed
the few dollars’ difference between my income and my salary. . . .
Oh, it's enabled me to do some other things besides the book: travel,
which i’ve clways enjoyed. I've certainly been pieased 1o be relieved
of the pressures and difficulties of teaching. . . . Siudents are quite
different from the ones in our earlier classes. . . . People sometimes
say, “‘Don't you miss the studens?’’ Well, in a way, but not to the
extent where I wish [ was back teaching them. (A<-35, professior)

I think it was an ideal situation, and I would go so far as to recom-
mend ti.at other faculty and staff consider it seriously. [Early retire-
ment with part-time employment] permits the faculty member to
gradually taper off his respensibilities and still maintain a financial
status which is acceptable. So many times people work full-time up
to a cortain Friday night and after that it’s nothing. It's a step func-
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tion, and in many cases it’s a disaster. It’s too abrupt a change.
(A3-4, science)

I now very seldom go to campus. I don’t know a single student. . . .
[ returned to see changes in students. It was hard to adjust to pickets
outside of the classroom. To see such disruption was a shock. . . . |
always wanted time to read. Now I go to the library twice a week
and read a book a day. . . . I find 1t a struggle to go down to the
office once a month. . . . I f[answer correspondence] in half a day. I
got out of a job I didn’t like. (A4-2, profession)

We have made a considerable change of life, and we are enjoying it
to the hilt. . . . We're enjoying the outdoors immensely, becoming
beach bums almost. . . . Also, we haven’t made o complete change
from our former lives. I'm working on a book, and my wife has
writing projects; so it hasn’t been @ complete change of life. It’s just
that now, when we write, it’s because we want to. . . . We’ve had no
reason to question the decision to retire early. As a mawter of fact,
the joy of it increases every day. (A2-24, humanities)

I can advertise retirement for anybody. I think it’s great! (Al-1,
scrence)

I’ve lost something, but I anticipated that. And I've gained some-
thing. The loss 1s your contact with students. . . . The gain, of
course, is that your time is all your own. And also that I'm not
trying to do something like lecturing that I'm not fit for. (A2-7,
humarities)

I had a strong feeling for some tume, looking at my friens and other
people, that the sixties are still good years, that you don’t start
developing problems until later, and that if you have things you
want to do, the best time to do them is in your sixties. And you can’t
do that when you're tied down to a position. . . . And I had some
other interests. 1 had a strong feeling that one should retire young
enough to develop some new interests, too. Not to be solely depen-
dent on your job for intellectual stimulation. (A2-13, profession)

It’s a tremendous release of tension . . . It’s turrning a new page in
a way. . . . Americans are (oo conditioned to strive for success, for
a big paycheck. Life’s too short to just wear yourself down and not
be able to reap the other benefits of life besides drawing a huge
salary. I think the key to the thing ts whether you think you're
making a contribution and living up to your own expectations. It’s
important not i0 fool yourself about this just in order to pull down a
Jat paycheck. (A3-6, profession)

o)
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I enjoy the freedom. . . . I know a lot of cases where people didn't
live very long after they retired, where they worked up to age 65. If
you enjoy your work so much, and if 1t’s the only thing you have,
that’s not so bad. But, if you have other things you would like to do,
but you're waiting until age 65 to get the full retirement benefits and
then you never live to reap the advantages of thase benefits, then
you've had it. (Corporation C1, respondent #8, supervisor)

The point is, you don’t have the pressure of thinking, “‘I’ve got to
get up. I've got lo get dressed. I’ve got to go to work and face that
stack of papers that was there yesterday.’’ 1 like the feeling of inde-
pendence, that I can do what I want fer a change and not what I'm
forced to do. As a result, I've done various things that I couldn’t do
before. (C2-3, manager)

We also asked the interviewees, “‘If you could make the decision
again—under the same circumstances but knowing what you now
know-—would you retire at the same time, earlier, or later?’’ Only five of
the early retirees said they would retire later if they had it to do again,
and foursaid they would retire snoner (Table 6). Among the academic
retirees, 90% said they would retire at the same time.

Table 6 Retirement Decision if Made Again

Age at Would Would Retire Would
Rotirement Retire Earlier At the Same Time Reure Later Total
Academis — Percentages
67-70 25 75 0 100 (4)
65-66 3 90 7 100 (30;
63-64 20 80 0 100 (5)
60-62 0 100 0 100 (6)
55-59 0 100 0 100 (7)
Subtotal -~ 6 90 4 100 (50
Corporate
Employees
63-64 6 100 0 W (3)
60-62 13 63 25 100 (8)
55-59 0 86 14 100 (7)
Subtotal 6 78 17 100 (18)
Total 6 87 7 100 ¢58)
Note MO =2
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Finally, we queried: **Would ycu have retired earlier under the right
conditior:s? That is, is there anything the university (or the company)
could have done to encourage you (o retire earlier than you did?”’
Seventy percent of the.academics and 53% of the corporate early retirees
said no, they would Md earlier, even if the conditions had
been different. Those who gave reasons said they would not have been
psychologically ready for retirement or they were too involved in their
work. On the other hand, about one-third of the early retirees said they
would have retired earlier if the conditions had made it financially feasi-
ble—if, for example, the special option had been available to them
earlier or if the annuity had been larger.

THE EFFECTS OF XARLY RETIREMENT
Financial Well-Being

The early retirees seemed to be faring well financiaily. According to
84% of the respondents, there had been no charge in their standard of
living since retirement (Table 7). Although their gross income was lower,

Table 7 Current Standard of Living Compared with that Before Retirement

Age at Lower than Higher than

Retirement Before Retirement  Same  Before Retirement Total

Academics T Percentages ——— —_—
67-70 0 100 0 100 (4)
65-66 3 83 i5 100 (30)
63-64 20 80 0 100 (s)
60-62 0 100 0 100 (¢)
55-59 0 100 0 100 (5)
Subtotal 4 88 8 100 (50)

Corporate

Employees
63-64 0 100 0 100 (3)
60-62 0 75 25 100 (g)
55-59 0 57 43 100 (7)
Subtotal 0 72 28 100 (18)

Total 3 84 13 100 (68)

Note MO =2

A )
A




E

O

3 EXPERIENG ES OF INCENTIVE FAREY RETIRETYS

€

they said therr “‘spendable’ income was higher Ther: were no deduc-
tions for sccial security They did not have to ay income tax on their
social-security checks or on income from their own after-tax contrivu-
tions to retirement funds Quite often their major expenses, such as a
mortgage on the house and the children’s living and educational
expenses, were behind them. Furihermore, some of the money they once
spent on clothes, v _ches away from home, and commuting could now
he reallocated

Compared to the academics, proportonately more retirees from
bustness were apt to say their standard of hving was Awgher than before
reurement. | his improvement was largely due to the nature of t™= incen-
tive early retirement at institution (2 Becapse retirees under this sro-
gram received half-pay for four years on top of their earned retiretnent
benefits, their tetal income tn the four years following retirement was
usually as good or ever vetter than before.

Although many of the early retirr . were concerned about the
pctential effects of continued nflation, 95% said that, <o far, they had
ber n able 1o live as well or betler than they had expected Compared to
retirees in other age groups, those in the 65 to 66 age group were most
likely to have underestimated their standard of hving after retirement;
44% of these persons trund cheir standard of hiing higher than
expected

Professional Activity

Farly retireraent does not ne .waruy mean an end to gainful profes-
sional activity. =< secially for academis Sixty-two percent of the early
retirees said they had been employed at oite time or 3nother dunng renre-
ment {Table 8) Althec 1gh a fuw persons had held full-nme jobs, must of
thoserwho reported employment had worked part-time or on intermittent
or short-term tasks ' The reured facolty members were much more
hikely to have been employed than the retired corpora . employees Only
one-third of the latter had been employed since retirement, compared
with 72% of the aca.emic retirees. Age also seems to be a deciding fad
tor. All the acadermics under age 65 had beea employed, compared with
56% of tl,ose age 65 or older

Whether a respondent had been employed ~since retirement also
varied by institt... ~ Dartly because of the average retirement age at vach
institunion and partly Uecause of differing employment regulations for
carly retiices Forty-eight percent of the early ret:iees from mstitutiors A2
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Table 8 Employment Since Early Retirement

Employed
4ge at Never Ir rmuttently Emploved Emploved
Retirement Emploved Short-term Part-ime  Full-time Total
Academics —— - Percentagzs ——————mie— oo
67-70 50 50 0 0 100 (4)
65-66 43 37 20 0 100 (30)
63-64 0 14 86 0 100 (7)
60,2 0 i3 S0 17 100 (6)
55-59 ¢ 20 60 20 100 (5)
Subtotal 29 KR 38 4 100 (52)
Corporate
Employees
61-64 100 0 0 " 100 (3)
50-62 63 25 0 13 100 (8)
55-59 57 14 29 0 100 9y
Subtotai 67 17 I 6 100 (18)
To:al 39 29 29 4 160 (70)

had been emploved, compared with 100% of the retirees from the
remaining academic mstitutions. Besides being the oldest of the retirees
(on the average), the early retirees from inst:tutton A2 technically were
forbidden to accept “*gainful employment’’ while receiving their early-
retirement checks from the university. (Many, hut not all, of the retired
faculty members from insutution =2 assumed that this restriction
excludes shoit-term or intermittent consulting activiues ) In contrast, the
early retirees from mstitution A3 were generally required to work part-
time at 'he un, ersi, so that their early retirement pension plus therr
part-ime salary would equal the full pension they would have received at
the mandatory retirement age. The only employment regulation for carly
retirees from institution A1 was that they cannot work for the univercity
Fetired academics in the sciences were more likely to have been
employeu than thase 10 other fields. Eighty-ax percent of the scientists
had been employed, compared with 57% of the pfé’fcssors from the
humanities. This difference could reflect the relauvaly greater market-
ahiiity of scientific »kills, buf age at reurement and the nature of the
institution left also nfluence reemployment statistics. Besides veing the
youngest academics, nearly all the scientists were from either institution
Al, where there was no employment restriction, or from institution A3,

Aruitoxt provided by Eic:
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where employment was required. Current employment status follows
much the same pattern as employment since retirement. The biggest dit-
ference is that only half as many retirees from institution A2 were cur-
rently employed.~ i

Seventy-seven percent of the respondents were satisfied with the
amount of tume they are working, whether it was part-time, intermit-
tently, or not at all. However, the two respondents currently working
full-ime saic they would rather be working less. Except for them, satis-
faction with the amount of paid work incre ased slightly with more inten-
sive employment. .

Of course, it 15 possible to stay professionaliy involved in ways other
than taking a job. One can also carry on independet rescaivh and
wiiting, participate 1n professional societies, consult without pay, and
perform various volunteer activities related to one’s field. If we count
these acitvities as well as emplovment 1n cne’s field, 70% of the early
retirees 1n this study have been professionally involved at one time or
another during their retirement {Vable 9} Again, the percentage 1s much
higher for the retired farulty reembers than for the retired corporate

Table 9 Professional Actvity Since
[ arly Retirement

Ever Drofessionally Active?

Age at
Retirement No Yes Tota .
* Academics Percentages —-

67 70 0 100 100 (4
65-66 27 73 100 (30
631-64 0 100 100 (7,
60-62 0 100 100 (6)
55 59 0 80 100 (s
Subtoial 17 82 100 (<2

Corporate

b1 ployees
63-64 100 0 100 s,
60-62 = S0 0 100 (8y
55-59 i 24 10 7y
Subiotal 67 13 100 (18)

Toral n 0 100 (70
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employees (83% and 33%, respectively). All but one of the academics
who had not been professionally active were age 65 or olaer when they
retired. Finally, although academics in the humanities had a much lower
employment rate than academics in other fields, they were comparable to
the other academics tn overall professional involvement.

General Well-Being and Activity

Asked how happy they were with their present lives compared with
how they had felt about their lives in the few years before retirement,
only one person (an academ:c) reported he was less happy Sixty-one per-
cent of those responding said they were happier than before; 26% said
they felt the same; and !1% said they were ambivalent Virtually the
same distribution of answers came from the academics and corporate
employees. Many said they were more contented and relaxed because
they finaily had the freedom to do what they wanted when they wanted
to do it Many wert also glad to be away from the tensions and pressures
of business or academia.

Well, if vou take the last five years before the retirement came up. [
was really getting unhappy. I was fristroted. 1 knew I wasn':
making my way the way I should have been making my way in the
departmental siructure. And I've really been happier since I started
my leave, and pariicularlv since I've gotten out here (Al-4, science)

! think maybe [1'm] ¢ it more happy because I'm gell[rfzg";nore done
on the things I'm anxi0.s to get done before I checksin. Because
of my experience over thie years, I feel sort nj)f’(’emlsucally that I
have a calling 1o get them done. (A2-5, sciencef

Much more happy lLess lension, that's /Me main thing “And no
maore unnecessary worry about your dutig's and responsibiliiies.

I used to feel sorry for retired peopie. Kwd to ‘nink they had been
“put on the shelf.”’ Now I go down there and I feel scrrv for the
ones who stll have to do I, still have o publish .na cater to the
dean und sc forth. (A2-8, profession)

More happy You know, most people won 't admut it, but as you get

older, 1t becomes more of a drag to get yourself inio a classroom and
he vigorous enough to impress the students. (A2-14, profession)

I'm very happy [ didn’t like the late Sixties und early Seventies very
much. Thev were very disturbing vears in universities everywhere 1
thdn’t hke the tremendous enrallments, the complicated bureaucra

ERIC 56
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ctes, the period of twe (0 three years of belligerent student atui-
tudes. . . . If I compare right now with those last years, I'm far
nore happy (A2-15, science)

Happier. Definitely. yYou know, one of the things that happens to a
married couple when they’ve both been working is that, when they
retire, they have more time to spend together, which may sound
corny, but it’s true. And of course you have your own family, your
own married children, your grandchildren. There’s quite a lot to fll
up the days. (A2-24, humanies)

1'm much happier now 1’ve got no problems, other than my bad
back, which I've had for years anyway. When the telephone rings, |
know it’s not a problem, somebody calling in sick or some-
thing. . . . I'm abte to do what I want to do. When I don’t want to
do anything, I don’t. When I want io do something, I can. (CI-2,
supervisor)

Much happier. As I said, I wish I could have enjoyed this way of life
for the last ten years nstead of two. . . . I'm very busy, but not as
busy and strained as I was in the last few vears with the company.
That was a rat race. It was the nature of the job, the extreme pres-
sure and tension of that job. Seventy or eighty hours a week. Always
a briefcase full of work t¢ do at home on the week-ends. . You
can only go at that pace so long untii vou think, My ged. I got tv
get out of it!”’ (("2-8, corporate execuiive)

Approxunately one-quarter of the responderts said there was 10

change :n how happy they wete with their hves. Most of these retirees

they were it as happy as before, but in a different way or for ditf -

ferent reasons

I'm yust as happy as | was before 1'm not f-ustrated or urhappy 1
liked mv work I enjoved it very much while I was teaching, bui 1
don’t regret lecaving it { think 1 f el more relaxed and less under
pressure now, but otherwise my mode of living hasn 't changed very
much (A2-1, profession)

I really wasn't discontented when | was working [ was reasonably
happy [ am, of course, mare reluxed now, and I can do more vf the
things that | wish to do. . . . I'm more reluyed. That’s the best vway
1o describe ¢ As fur as being happier or unhappier, I think that’s
ubout even (C1 11, engineer)
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Only 12% of the respondents were either ambivalent cr less happy

with their current lives. The most common complaints of these retirees
were feelings of being sidetracked, nonproductive, or bored. Also, sev-
eral who were genuinely fond of their instituzion missed being in contact
with it and knowing details about its affairs.

Well, there are pluses and minuses. I must say I'm v-ry satisfird
with the way my life goes. I spend more time with my wife, which I
enjoy. I have a much larger measure of freedom. I couidn’t nlay
quite so fast or loose with my time before I retired. On the other
hand, I enjoyed what I was doing very much, and I think that in the
nature of the case I miss—although not to the extent of making me
unhappy about it—I miss the ongoing, day-to-day contact and
knowledge of the affairs of the university. I'm very fond of the uni-
versity, and I miss doing the ihings which kept me in contact with 1.
(A3-5, social science)

It does take some getung used to. ... I'm sull not quite ad-
qusted. . . . If you enjoy what you’'re doing, you put a great deal
more into it than you may realize at the time. It can be very
absorbing. And when you chop that off, there 1s a vo.d left, and it is
extremelv hard to sit onyour butt and do nothung. . . . I think the
only way you can honestly enswer that is that both things are true.
there are times when you’d no sooner go back to work :han fly, and
there are other times when you can become bored and wish you ad
something more demanding, more stimulating to do. It’s a mixed
bag. There are periods of ups and downs, ar.  I'm sure that it’s the
-ame when you're working. (C2-4, manager)

I nuss being in the namnstream. I miss not knowing us much ai,nut
my corporation as I used to. I'm very business-oriented . I fee!
somewhat sidetracked, that ['ve sidetracked myself. On the other
hand, the advantages are the things I'm doing that I cocldn’tdo if I
were working. (C2-9, manager)

Only a few retirees sard they did not have enough interesting and

challenging things to do; many, «n fact, said they hardly had enough time
to accomplish all that they wanted to do Mcst were simply devoting
more time to interests they had had ali their lives. Others had developed
entirely new interests.

About one-third of the early retirees had changed residences since

they retired. This figure might have been higher if 37% of the early
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retirees had not been living already in areas considered ideal for retire-
ment—California and Florida, for example. On the other hand, many of
the early retirees who remained in the North, especially the academics
who stayed near campus, said they would not think of leaving their
family, friends, and professiona} associaticns behind. The early retirees
who did move had various reasons for doing so. Some said they thought
it was better psychologically to make a comple*ely fresh start and set new
goals for themselves in a new environment. Gthers moved for a change in
climate, either because they or their spouses had a health problem or
because they wanted the opportunity for year-rourd outdoor activity. A
few were returming to their original hometowns cr joining friends or
famly.

PREPARATIONS FOR EARLY RETIREMENT

Since few of the interviewees had made long-range plans to retire
early, it should not be surprising that a majonty of them hal not pre-
pared themselves specifically for early retirement financially or 1n other
wavs.

More than one-third of the early reurees had made specific financial
preparations for early retirement (Table 10). Most frequently, these
retirees cited investments and savings as their means of prenaration Of
course, that the other retirees had not made financial plans specificaliy
for eariy retirement does not mean the; had i1gnored financial planning
altogether. In fact, nine out of ten early retirees mentioned dividends and
interest among their current sources of income, although the principal
source of income was almost always the retirec’s pension.

Thirty-nine percent of the early retirees said they had made specific
nonfinancial preparations for early retirement. Most frequently. they
mentioned that ih ; had sought a pla- to relocate or had planned a
move; many had made special trips - udy retirement commumties
Others reported that they 1ad started reducing their work activities—not
accepting new graduate students, cleaning out therr files, training their
successors, refusing new responsibilities, and even going on semretire-
ment. Still others said they had deliberately developed cutside interests
and had lired up other activities for after retirement. A few repor.ed pre-
paring themselves and their fam:lies psychologically Two respondents
said they had planned to take a long tnp immediately after reunng in
order to get themselves out of ‘‘the work habit.”” Another respondent
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Table 10 Financal Preparations Made Specifically for Early Retirement

Financial Preparations

Retarung Purchase of
Age at Annuity from Supplemental
Retirement None Inves:ments Savings  Other Job(s} Annuity Other Total
Academics Percentages
67-70 100 G 0 0 0 0 a (4)
65-66 S 37 30 3 17 3 a(30)
63-64 25 n 75 25 0 0 a (4)
60-62 83 17 0 0 0 0 a (6)
55-59 80 20 0 0 0] 0 a (5)
Subtotal 61 27 25 4 10 2 a(49)
Corporate
Employees
63-64 100 0 0 0 . 0 a3
60-62 75 0 13 0 25 a (8)
55-5¢0 43 43 14 2 0 29 a (M
Subtotal 67 17 11 0 2 a(18)
Tota!l 63 24 2 3 ’ 7 7 6Ty
Note: MO =3

sBecause rcspon&cnh were abie to cite more thait one type of preparation, some rows add up to more .ban 100%
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“‘experimented’’ with reurement during his last saubatical by living in the
community he and his wife had chosen for retirement.

Most of the respondents (86%) reported they had not received for-
mal counseling regarding their early retirement decision and the prepara-
tions it would require. On the other hand, 93% of those who had not
received counseling said they did not feel they needed it. Although many
said it might be a good idea for other people, others said they doubted
counseling could help anyone.

EVALUATION OF THE ARRANGEMENTS

All but two of the early retirees were either satisfied or very satisfied
with the provisions of their early-retirement arrangements. By far the
largest number were very satisfied. indeed, many of the respondents
seemed to be enthusiastically in favor of the programs.

I think the arrangement is eminently fair and attractive. . . . I just
hope the program becomes larger so that more people can retire
early, not only for themselves but also for the benefit of the younger
people. (Al-2, science)

. his plan was a godsend to me. It gave me the chance to get out
early. . . . I think getung the deal that we get is doing pretty weil.
You can’t kick at that. ] don’t know of any more generous in the
nation. 1 don't know of any other that allows almost five years of
coasting at almost the same salary you had while you were there.
(A2-21, social scienc?) T

I think I was damn lucky. I mean, to have early r\‘ irement. . . . One
could always with there were more money, but that would not be
realistic. What they're doing row 1s extremely generous. {A2-23,
profession)

[ think it’s a good idea. It’s a iremendous idea. | 'hope that they pro-
pagate this through all the universities. (A3-1, science)

It’s awful hard to beat that plan. (C1-12, supervisor)

The special payment program itself is very good and basically quite
simple and works very well. (C2+3, manager)

On the other hand, many respondents were reluctant to recommend
early retirement to everyone. Since everyone's standards are differen.,
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they said, the decision definitely had to be made on one’s own. However,
they generally praised the voluntary early retirement programs for the
added flexibility they offer the individual.

It’s definitely a matter of indwvidual choice. For some people, early
retirement may be disastrous. (A1-2, sciencej

As I say, it depends on the irZividual. In my own case, I felt it was
very advantageous because it would allow me to do things that |
couldn’t do otherwise. Of course, every person has different stan-
dards, and it wouldn’t be right for everyone. I think 1t’s just another
alternative in the retirement system that gives people a little more
freedom. (A3-2, science)

For me it was an offer I couldn’'t refuse, but I can understand how
many people couldn’t accept 't. . . . You take some of the people on
the clerical staff. Say 1hey make $15,000. Then two years’ salary
spread out over four years isn't much of a kicker. (C2-7, managerj

Most of the early retirees seemed to be very realistic about, and

sympathetic with, the reasons institutions have for implementing ear"
retirement programs The early retirees also seemed to recognize the high
costs of some early-retirement options, which the institutions must weigh
against their benefits.

ERIC
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The dean s attempt (o get faculty to retire early to make room at the
bottom s a very solid plan, academically and pragmancally. It is
very good for the umiversity. (Al-1, science)

I'm really surprised at kow generous it 1s because | have some fairly
good ideas of how much ihis is costing 'he umiversity out of their
academic budget. . . On the other hand, they don’t have to pro-
vide me with an office or secretarial services. {Al-4, science)

I think 1t’s a nice deal. Of course, the fringe by-product is that other
people can find jobs. For instance, we've increased the numhbz> =f
women 1n our department. A young won(an got mv job, for ex-
ample. (A2 -4. social science}

It does have the advantage of substituting younger peo,’e more
quickly, especially if some of the older faculty members aren’t so
interested in being active in teaching anymore. . . . Getting younger
people onto the faculty 1s important because often they're the ones
with new ideas and certainly with more ambition. (A3-2, science)

9.
At
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The university profits by getting rid of us old guys, which is reulisiic.
Being able to replace professors who have lost usefulness, saving the
big salaries, that’s part of the package of this thing. (A3~4, science)
It does cost them a lot of money. They actually only get one-half of
the salary savings back. The rest they have to pay into the retirement
system. Of course, they still get the other half. I think this is a big
advantage to the university. Also, 1 think an advaniage to the uni-
versity is that, given the physiology of age, most people after 60 or
65 are just not as capable of doing prolonged or intensive work as
before. (A3-8, science)

I think a company can only offer as good an early-retirement pro-
gram as ts financial conditions permit. And my own feeling is that a
company 1sn't obliged to keep you forever n the style to which
you've been accustomed. (C1-3, manager)

I think the company must have seen the advontages of making early
retirement attractive in order to free up positions, get rid of some
older people, many of whom are not as productive as they nnce

were. . . Although the company has done these things which have
benefited me, I think it nas benefited the company, too. (C2-9,
manager)

We asked the interviewees whether, despite their general -atisfac-
tion, they felt any changes should be made in the provisions of the
arrangements or whether any additional options should be offered.’
Few respondents had specific changes or alternatives to suggest. In most
instances, the changes suggested applied to parucular types of arrange-
ments offer=d by one or more of the iastitutions. For example, twelve of
the twenty-nine retirees from institution A2 felt that the rule forbidding
gainf-' employment during the early-retirement period ought to be

\ rescinded or made more flexible. On the other hand, a number of the

e —
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ther employees from that institution felt that the rule wns reasonable,
i;nen that they were in effect still receiving university salaries
(Consider another example. At institution C2, the early-retircment
arrangement was a lump-sum severance payment paid out over four
years. Three of this institution’s nine respondents wished they could have
had the option of spread-out or deferred payments. They were concerned
primarily that the payment boosted them into a higher income-tax
bracket for the first four years of retirement, but they ilso mer.tioned
that the tremendous drop in income after the fourth year could aiso be a
problem Although inflation seemed to concern a number of the early
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retirees, only six recommended that full or partial cost-of-living adjust-
ments be included in the early-retirement arrangements.

Fire early retirees said they felt the special early-retirement option
should be available to a wider range of people—that is, to younger
employees and to those with fewer years of service. Also, several of the
respondents from institution A2, where the mandatory retirement age
was 70, felt the whole retirement system should be redesigned for man-
datory retirement and maximum benefits at age 65.

As a group, the early retirees were extremely well satisfied with the
administrative handling of their early retirements. However, the respon-
deats from institution A3 seemed to be generally dissatisfied. They com-
plained about their inability to get adequate information; the administra-
tive staff’s obvious lack of knowledge about early-retirement benefits,
requirements, and procedures; the awkwardness of dealing with the vari-
ous administrative staffs of departments, their former campus, and the
central university; the difficulty of having to deal with both the retire-
ment system and the academ:c structure; the profusion of confusing writ-
ten agreements; delays in the processing of retirement papers; and
disagreements or misunderstandings over interpretation of individual
contracts and of university policy. In contrast, the other retirees made a
pomnt ¢ saying that their institutions handled early retirements very
smoothly and very routinely, with a minimum of paperwork and much
concern that the retiree fully understand the agreement.

THE POTENTIAL EARLY RETIREES

If induced early retirement is to be effective, then it must appeal to
the less-productive faculty members. Few institutions would want to
spend money o a program that caused their most effective teachers and
researchers to leave. Therefore, most of the incentive early-retirement
schemes in both business and academia are intended to encourage mar-
ginal employees to terminate early. Given the proper incentives, will the
least-productive and most disaffected academics agree to retire early?

In the University of California study, salary leels and publication
rates—two commonly accepted measures of academic achievement—
were negatively associated with a willingness to retire earlier than origi-
nally planned. That is, controlling for age and length of service, the aca-
deinics who say they might retire earlier than they now anticipate if con-
ditions were right tend to have relatively low salaries and fewer pub-
lications.”
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Using nationa! data to study the possible effect of abolishing man-
datory retirement, Ladd, Lipset, and Palmer obtained similar findings.
Using measures that included total number of articles published, publica-
tions during the last two years, interest in research as opposed to teach-
ing, volume of research funding, and quality of institution, they found
“‘an exceptionally strong correlation between a vigorous research com-
mitment and a commitment to late retirement.’’?* The least-productive
academics and those with fewer opportunities for scholarly and profes-
sional activities outside their teaching appointment were more interested
in retiring early.

The incentive early-retirement programs we investigated seeined to
attract those academics who, for a variety of reasons, mig e con-
sidered the best candidates for early retirement. }A)

L

1. Forty percent of the retiring academics said they had lost interest in
or had become dissatisfied with their work, or else felt the pressures
of working were too great. '

2. Twenty-one percent had h_:lth problems or disabilities.

3. Fifteen percent said they were dissatisfied with their own per-
formance.

4. Twelve percent said they were dissatisfied with or could not adapt to
a changing administration or the academic focus of their depart-
ments OT universities.

Overall, 56% of the academics mentioned at least one of these rea-
sons for retiring ea~'y, any one of which could have an adverse effect on
their productivity and effectiveness. Other factors (such as cost) must be
weighed when assessing the benefits of early-retirement programs to a
university, but it is clear that early-retirement allows some faculty mem-
bers a graceful exit. It certainly benefited the persons we interviewed.
Almost all the early retirees were satisfied with their decision. Moreover,
a majornty said they were happier than they were befoie retirement i
most said that retirement had had no negative effect on their standard of
living.

NOTFS

E

1. Part of this chapter appeared 1in Drane Kell and Carl Vernon Patton,
“*Reaction to Induced Farly Reurement,”” The Gerontologist 18, no 2
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In this vein, eight of the respondents from wstitution A3 were asked during
an earlier study whether they had plaiined to retire when they did. Six of the
seven who responded said they retired sooner tha- they Had planned.

Note that this was an open-ended, rather *h. . multiple-choice, question.
Individual respondents mentioned anywhere from one to five reasons fur
retring early. No more than three answers per respondent were included in
the analysis 1n order to eliminate minor reasons for retiring. This adjust-
ment had mmmimal effect on the rank order of the reasons across respon-
dents.

This was an open~ended, rather than multiple-choice, question. Also, ther,
was no double-counting across categories. Y :
To be classified as employment, an activity had to have been remunerated

with moré than a token honorarium or paid expenses. A *‘full-ime’’ activ-
ity had to have been scheduled for five full days per week every week and
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must have continued for thirty days or mofe. A ‘‘part-time’’ activity,
although it could require less than five days per week, must also have been
weekly and continued for thirty days or moré>‘‘Intermittent/short-term’”
activities include all those which were not weel>ky or were less than thirty
days in length. They also include all special projects and ad hoc tasks,
whethér or not they meet other full-time and part-time criteria. There is no
double counting. ‘‘Full-time”’ subsumes persons who had worked both full-
time and in one of the other categories, and *‘part-time’’ subsumes those
who had worked both part-time and on intermittent, short-term tasks.

This was an open-ended, rather than multiple-choice, question.

' Patton, “‘Early Retirement,”’ pp. 224-227.

Ladd, Lipset, and Paliner, ““The American Professoriate,’’ p. 15.
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Fiscal Implications of
Early Retirement

An institution considering an incentive early-retirement scheme-
must analyze the effect of alternative options on its faculty. This chapter
discusses the basic factors that should be included in such an analysis.
Although each institution must compute the costs and benefits of alter-
native schemes using its own data, the fellowing pages ir.dicate the rela-
tive effectiveness of a variety of short-run options. Whether the =
options can be implemented will depend on forthcoming legislation and
rule-making. Legal counsel should certainly be obtained by any institu-
tion which considers the adoption of onr. of these options.

When a~adesnic institutions initiaily considered adopting incentive
early-retirement plans, some of them overestimated their expected sav-
ings. Their errors derived from several sources, including: (I) under-
estimating supplemental payments, (2) assuming that falulty members
who retired early would not need to bejreplaced, (3) underestimating the
salaries that would have to be paid replacement employees, and (4) fail-
ing to include associated costs, such as those of recruiting new em-
ployees. Although these problems can be avoided, the pfecise costs of
any alternative remain somewhat difficult to estimate and will depend on
local decisions. For example, an institufion must decide how large a sup-
plement is required to encourage an employee to retire early. Must 100%
of s be paid the employee, or will 75% be enough? Tne institution
must -also Hecide whether cost-of-living adjustments must be provided.
Will the supplement be geared to the particular employee’s salary, or
might it be related to the median salary of his age and service cohort?
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The costs and benefits for the institution will also depend on the saiary
being paid the potential early retirce, on ¢ither the number of years ser-
vice credit (detined-benefit plans) or the amount accumulated ir his pen-
sion account {defined-contribution plans),' on expected salary increases,
and on other factors.

ILLUSTRATION OF COST CALCULATIONS

To illustrate the factors that should be considered, we calculated
costs-for several early-retirement options using data drawn from one of
the case institutions and assuming mandatory retirement at age 67. These
examples depict situations in which a supplemental payment or a supple-
mental annuity is financed over several years. A lump-sum severance
payment would be made in a different manner, most likely as a single
payment from institutional revenues. Several of the most promising
options discussed in chapter 1 are analyzed below.

Option |: Full-Salary Early Annuity. The early retiree begins to
d.aw his regular early-retirement annuity and also is paid the difference
between his early annuity and his former salary. The ingtitution pur-
chases a supplemental annuity to go into effect at the mandatory retire-
ment age, thus assuring the early retiree an income at that time equal to
his projected mandatory-age annuity. This is Alternative 1 in chapter 1.

Optlon‘ 2: Individual-F ase:; Early Annuity. The early retiree re-
ceives his regular early-retirement annuity plus a supplemental annuity
that raises his total retirement income up to what he would have received
if he had retired at the mandatory retirement age. This i1s Alternative 3 in
chapter 1.

Option 3: Group-Based Early Annuity. Under this option, the
supplement is equal to the difference between the retiree’s own early-
retirement annuity and the median mandatory-age annuity for his age

.and service group. This is Alternative §in chapter 1.

Option 4: Individual-Based Early Annuity with Partial Employ-
meni. In this case, the early retiree reczives his early-retirement annuity
and is provided part-time employment until he reaches the mandatory
retirement age. His income then equals his preretirement salary. A{ man-
datory retirement, the early retiree begins to rec ine a supplemental
annuity, which, when combined with his early-retirement annuity, yields
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a pension the size of his projected mandatory-age annuity. This is
Alternative 5 in chapter 1.

Options 5 and 6: Continued Annuity Contributions. These two
options require the early retiree to defer all retirsment benefits until the
mandatory retirement age. Between retirement and the time he reaches
the mandatory retirement age, the irstitution ¢ither continues payments
to his annuity fund or purchases him a supplemental annuity. At the
mandatory retirement age, his total annuity is equal to what he would
have received had he remained employed. These options are variations

#on Alternative 7 in chapter 1. N

To estimate the costs and benefits of the early-retirement alterna-
tives, we calculated both mandatory-age annuity benefits and early-
retirement annuity benefits for potential retirees. We took age 67 gs our
mandatory retirement age since it approximates the average age at which
university employees are required to retire. The present mean salary of
every age-sérvice cohort was converted to an expected salary at age 67 by
increasing it 2% per year (assuming that 2% is the average annual real
salary increase).? The single-life annuity (SLA) that would be received if
the employee retired at age 67 is calculated from the benefits schedule of
one of our case institutions. We derived the SLA that would be received
if the employee retired at his present age from the same source)

Also calculated is the difference between the early-retirement
annuity and the annuity for retirement at age 67. This figure is the
Supplemental SLA (SSLA) required to make the early retiree’s pension
equal to what is received by a person who retires at age 67. The total
value of the SSLA is determined from the actuarial table. Its present
value is found by discour.ting at 6%. Since it is desirable to purchase the
supplemental annuity on a levet basis (the same dollar payment during
each year until the employee reaches age 67), the level annual cost of the
SSLA is calculatea by dividing the present value of the SSLA by its
annuity value (a factor related to the time period during which the
annuity will be purchased).

To calculate the costs of the group-based early annuity, each age-
serv.ce cohort is divided into three subgroups representing the high-third,
middle-thivd, and low-third wage earners. Then the value of the SSLA
for members of each subgroup is calculated, based on the median salary
for the entire age-service cohort.

The results of these calculations give us the basis for the cost analy-
sis. For each alternative we determined: (1) the yearly supplerient
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required to meet the plan’s salary objectives, (2) the total annual cost of
retiring an average emploch, (3) the balance of the retired employee’s
saliry line freed for hiring a nniew employee, (4) th2 salary for a full-time
eqi.ivalent (FTE) assistant professorship that the freed salary line will
finance until the year the cquy retiree reaches age 67, and (5) the annuzl
income of the eagly retiree until age 67, when he begins to draw the single
life amnuity he wduld havé received had he retired at that age.

We describe the effects of each option on empioyees retiring at age
62 (the lowest age at which social-security benefits may be received), age
60, age 55, and age 50. Differences caused by varying the years of service
credit from seventeen to thirty-two years for the oldest age group, and
from ten to twenty years for the youngest age group, are illustrated.
Under the group-based annuity, the supplemental pensicn is calculated
for  >rsons in the high-third, middle-third, and low-third salary groups.
In (his case, the consequences are depicted for fewer service credit grouns
in order to keep the illustration manageable.

In a previous analysis, it was fotind that it is expensive to retire an
employee less than 55 years of age or with iess'than ten years of service
craedit.? Furtfher, in most retirement systeins, 55 is the earliest permissible
retirement age. However, for illustration, we include employees 50 years
of age with at least ten years of service credit. In practice, persons with
less than ten years szrvice credit are usually not eligible for supplemental
early-retirement benefits. Providing supplemental benefits to a retiree
under age 55 with less than ten years of service credit does not free suf-
ficient funds for a replacement employee. However, in some age and ser-
vice cohorts the retirement of an employee would free more than enough
money to hire a replacement faculty member. For example, a 62-year-old
faculty member with seventeen years of service could be retired on an
individual-based early annuity that would free funds enough to hire a
young faculty member. It is assumed that assistant professors would be
hired at an average starting salary of $15,000 per nine-mcnth academic
year. )Y

Cost compautations are based on faculty salary, age, and service-
credit data from one of our case institutions. The estimates are based on
the current actuanal tables and beaefit formulas in use at that insti-
tution.* Calzulations are performed in present-value terms, using a 6%
discount rate.® For ease of illustration, this analysis is performed for

. male faculty members only. Moreover, there are currently few older fe-

malc professors, and in the futu: * pension benefits may well be based
upon unizex actuarial tables.
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When an employee re}ires early, his early-retirement benefit is the

actuarial equivalent of the normal retirement benefit. That is, the '

actuarial tables reflect the fact that the retirement pension must be paid
over a longer period and is based on a lower level of contributions. When
special early-retirement benefits are added to the normal early-retirement
pension, their cost must be either absorbed by increased ;ontributions or
paid for through funds budgeted by the organization. The second
approach is used here because it is immediately available to institutions
and it does not affect the contribution rates of other employees

Since it is next to impossible to predict inflation rates, inflation has
been excluded from the cajgxlation: of the rétiree’s projected salary at
age 67. The calculations are carried out in real-dollar terms, and the 2%
increase assumed for each ycar between the early-retirement and man-
datory-retirement ages represents a real increase in income. However, it
could be assumed that the early retiree will receive, during the early-
retirement period, cost-of-living adjustments on his pension and supple-
ment equal to the inflation rate that would have béen assigned to his bud-
get line had he remained employed. This assumption appears reasonable,
for this budget line is used to finance both the early retiree’s supplement
and his replacement’s salary during the early-retirement period. After the
early retiree reaches the mandatory retirement age, however, his annuity
would-be adjusted at the rate in effect for all memibers of his retirement
system—if, in fact, annuitants are provided cost-of-living adjustments.

No matter what the option, the early retiree might suffer a reduction
in eventual social-security income unless he reemploys. This reduction
could be substantial for people retiring a decade or more early. The cal-
culations for the continued annuity payments option assume that a per-
son electing this option would move to other employment and continue
to pay into social security; therefore, they do not assume continued insti-
tutional contributions to social security.

Results «f the Calculations

. Calculations for each option appear in Tables 11 through 16. All
tables are read in a similar manner. In Table 11, for example, the preseiit
age, years Of service credit, and mean salary for each age-service cohort
are listed. Placing these data into a benefits formula yields the single life
annuity te which an average-salatied employee in each age-servite cohort
would be entitled if' he retired early. (See column 4.) In order to
determine the single life annuity that the average-salaried emplpyee

/
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Table 11 Full-Salary Early Annuity

—

<

) 2 3 4 5 6 7 8 9 10
Present ’
. * Mean “Single Expected Supplemen- Present Level
Years Salary Life Salary at Single tal SLA Value Value . Annual Cost
Service  for Age- Anwuuty 67, 2%/Year Life  Requiredat of SSLA of SSLA of SSLA
Current Crecut Service (SLA) Real Annuity 67 (SSLA) at 67 at 6% [9+ Annuity

Age Now Cohort Now Increase at 67 [6-4} [7%9.384] Discount . Valuey
' (.7473) (4.4651)
, 62 32 $32,500 $22,880 $35,750 $28,600 $5,720 $53,676 $40,112 $8,984
62 27 30,400 18,058 33,440 24,612 | 6,554 61,501 45,960 10,293
62 22 29,500 14,181 32,450 20,152 ' 5,970 56,027 41,869 9,377
62 17 33,500 12,529 36,850 18,646 6,117 57,402 42,897 9,607
(/ ’ (.6651) (5.9173)
60 30 30,200 18,120 34,730 27,784 9,664 90,687 60,315 10,193
60 25 28,600 . 14,300 32,890 24,207 9,907 92,967 61,832 10,449
60 20 26,700 10,680 30,705 19,067 8,387 78,704 52,346 , 8,846
60 - 15 26,400 7,920 30,360 15,362 7,442 69,836 46,448 7,850
. (.4970) (8.8869)
55 25 29,100 10,193 36,957 29,566 19,373 181,796 90,353 10,167
55 20 29,000 8,700 36,830 27,107 18,407 172,731 85,847 9,660
55 5 25,600 5,760 32,512 20,190 14,430 135,411 67,299 7,573
5s 10 25,000 3,750 31,750 16,066 12,316 115,573 £7,440 6,463
. (.3713) (11.1060)
50 20 29,200 5,840 40,880 32,704 26,864 252,092 93,602 8,428
50 15 26,400 3,960 36,960 27,202 23,242 218,103 80,982 7,292
50 10 25,000 2,500 35,000 21,735 19,235 180,50 67,020 6,035
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Table 11 Continued . : : .

} n - 12 14 15 16 17 18

-
Annual FTE Total IER as a IERas a IER asa -
Total Assistani Annual Percentage Percentage Percentage
Supplement Required Professor Incentive of of of .
Required to Match to Retire . at 315,000 ER (IER} Current Regular Mundatory
Present Salary Em, 'oyee per EX for Income Salary ER Annuity R Annuity
13-4 [10+ 11} Duration 3/ [15-3] [15+4) [15+6]

$9,620 $18,603 93 $32,500 142 114
12,342 21,326 . 30,400 168 124
15,319 24,696 - . 29,500 208 146
20,971 30,038 . .23 33,500 267 180

12,080 22,273 . 30,200 167 - 108
14,3 24,749 . 28,600 200 118
16,0 : 24,866 . 26,700 250 140
18,4, 20 330 . 26,400 - 333 172

18,907 29,074 . 29,100 285 98
+20,300 29,960 29,000 333 107
- 19,840 27,413 * 25,600 127

21,250 27,713 25,000 667 156

23,360 31,788 s 29,200 89
22,440 29,732 . 26,400 97
22,500 28,535 25,000 1s

*Negative Value

ERIC

IToxt Provided by ERI




Q

-‘ERIC

Aruitoxt provided by Eic:

94 FISCAL IMPLICATIONS OF EARLY RETIREMENT

would receive if he retired at the mandatory age, it is necessary to
estimate his expected salary at age 63--Fhis-figure, found in column 5, is
produced by increasing the current mean salary by 2% per year until age.
67. Column 6 lists the single life annuity that the retiree at age 67 would
receive. This figure is calculated from the benefits formula and assumes
that the employee reached age 67, received the expected salary increases,
and accumulated a service credit equal td what he achieved up to early
retirement plus the number of years between his early and mandatory
retirement.

In column 7, the différence between the mandatory-age annuity and
the-early annuity is reported This is the supplemental annuity required at
age 67. Sinte the supplement is purchased before the mandatory retire-
ment age, its present value must be determined. First, the supplement is
multiplied by a factor (9. 384) which produces the value of the supple-
mént at the mandatory retirement age (column 8). (The * ‘valué™ of the
supplement is the totai amount of supplemental payments the employee
can expect to receive from the time he reaches the mandatory retirement
age until his death, which the actuasial tables assume to average 9.384
years later.) Next, ** e values in column 8 are discounted at 6% per year
for the period from now until the employee reaches tne mandatory retire-
ment age. (For example, a dollar to be received five years from now,
assuming a 6% discount rate, would be worth $0.7473 today. One to be
r.ceived seven years from now would be worth $0.6651.) The present
value of the supplemental annuity at age 67 is reported in column 9.

Assuming that the supplemental annuity will be purchased with
funds from the retiring employee’'s salary line, it would be convenient to
pay for the annuity ingqual annual payments. Thus, the level annual cost
of the supplement is computed in column 10. This figure is found by
dividing the present value » the supplemental annuity at age 67 by the
annuity value. (The ‘‘annv vy value’’ describes the present worth of one
dollar per year, from now until the early retiree’s mandatory retirement
age. For example, one dollar each year for the next five years discounted
at 6% would equal $4.4651 today.)

Columns | tlirough 16 provide, then, the basic data neceded to deter-
mine the fiscal impact of the option. In columns 11 through 28, the
annual amounts needed to retire one employee and the amount of funds
his early retirement rcleases are reported. Also, the incentive early-retire-
ment annuity is expressed a< a percentage of ¢ rrent salary, as a per-
centage of theearly retiree’s annuity, and as a percentage of his man-
datory-age annuity, :

10
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The key columns to examine are: column 12, the annual total
amount required to retire the average-salaried employee; column 13, the
funds released by each early retirement for the mean salary in a given age
and service cohort; colunin 14, the proportion of an assistant professor’s
salary paid for by savings from each early retiree; column 16, the early-
retirement income as a percentage of current salary; column 17, the
early-retirement income as a percentage of the regular early-retirement
annuity; and column 18, the carly-retirement income as a percentagé of
the mandatory-age annuity. Columns 12, 13, and 14 are of central con-
cern to the institution; ¢nlumns 16, 17, and 18 are of special interest to
the potential early retiree. '

Table 12, “‘Individual-Based Early Annuity,”” shows an option
designed to provide an early-r~tirement pension equal to the pension the
early retiree would have received had he remained employed until the
mandatory age and had he received annual real salary increases of 2%.
The table lists the annuity the employee would receive if he retired today
without a supplement (column 4) and the expected annuity at “age 67
(column 6). The supplement is shown in column 7, and the present value
of the supplement at age 67 is shown in column 9. Columns 13 and 14
deal with the amounts released and the proportion of an assistant pro-
fessor’s salary that could be financed by one early retirement at each of
the various age and service levels. Of most interest to the potential early
retiree are columns 16, 17, and 18, which comp:re the incentive early-
retirement income with the retiree’s current »alary, with his regular early-
retirement annuity, and with his expected mandatory-age annuity.

Table 13, “Group-Based Early Annuity,’’ lists figures based not on
the early retiree’s projected benefits but on the median projected benefits
of his age and service cohort. Except for being computed for nigh-,
middle-, and low-income groups, this table is read in the same way as
Tables 11 and 12.

Table 14, ‘‘Individual-Based Early Annuity with Partial Employ-
ment,”’ shows the outccme of an option that provides the supplement to
the regui'sr early-retirement annuity through part-time employment (up
to 49% of full-time). As with the other options, a supplemental annuity
is purchased to make up the difference between the early-retirement
annuity and the mandatory-age annuity, to go into efféct at the man-
datory age. The table is read in the same way as the earlier tables.

Schemes more financially attractive to the institution (and thus less
financially attractive to the employee) are illustrated in Table 15,
*“Supplemental Annuity to Continue Annuity Contributions until Age

107
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Table 12 Individual-Based Early Annuity

1 2 3 4 ',i 6 7 8 = 9 10
Present « Supple-
Mean Single Expected mental SLA Present Level
Years Salary Life Salary at Single Requirea Value Value Annual Cost
Service  for Age-  Annuity 67, 2%/ Life at 67 of SSLA of SSLA of SSLA
Current Credit Service (SLA) Year Real Annuty (SSLA) at 67 at 6% [9 - Annuity
Age Now Cohort Now Increase at 67 [6-4] [7x9.384] Discount Value]
4 (.7473) (4.4651)
62 32 $32,500 $22,880 $35,750 $28,600 $5,720 $53,676 $40,112 $8,924
62 27 30,400 18,058 33,440 24,612 6,554 61 501 45,960 10,293
62 22 29,500 . 14,181 32,450 20,152 5,970 56,027 41,869 9,377
62 17 33,500 12,529 36,850 18,646 6,117 57,402 42,897 9,607
{.6651) (5.9173)
60 0 30,200 18,120 34,730 27,784 9,664 90,687 60,315 10,193
60 25 28,600 14,300 32,890 24,207 9,907 92,967 61,832 10,449
60 20 26,700 10,680 30,705 19,067 8,387 78,704 52,346 8,846
60 15 26.400 7,920 30,36C 15,362 7,442 69,836 46,448 7,850
: . (.4970) (8.8369)
55 25 29,100 10,193 36,957 29,566 19,373 181,796 90,353 10,167
55 20 29,000 8,700 - 36,830 27,107 18,407 172,731 85,847 9,660
55 15 25,600 5,760 32,512 20,190 14,430 135,411 67,299 7,573
55 10 25,000 3,750 31,750 16,066 12,316 115,573 57,440 6,463
(.3713) (11.1060)
S0 20 29,200 5,840 40,880 32,704 26,864 252,092 93,602 8,428
S0 15 26,400 3,960 36,950 27,202 23,242 218,103 80,982 7,292
S0 10 25,000 2,500 35,000 21,735 19,235 180,5¢1 67.020 6,035
Q 1 U v




<

Table 12 Continued

PES

11 2 13 14 s 16 17 8

. Annual Balance | FTE Totai IER as a IER as a IER as a

Additional / Total of Assistant Annual Percentage Percentage Percentage -
Compensation Required Budget Professc: Incentive of of of
(Age 67 Annuity to Retire Line at $15,000 ER (IER) Current Regulur Mandatory
Minus SLA Now) Employee Released per ER for Income Salary ER Annuity R Annuity

J6-4] [10+11] [3-12} Duration [A+11) [15+3] [15+4] [15+ 6]
15,720 $14,704 $17,796 1.19 $28,600 88 125 100
6,554 16,847 13,553 .90 24,612 81 136 100
5,970 15,347 14,153 .94 20,152 68 142 100
6,117 15,724 17,776 1.18 R 18,646 ss, 149 100

' x
9,664 19,857 10,343 & N 21,784 92 153 100
9,907 ° 20,356 8,224 .55 N\ J24.207 85 169 100
8,387 17,233 9,467 .63 19,.67 71 179 100
7,442 15,292 11,108 .74 15,362 58 194 100
19,173 29,540 -440 hd 29,566 102 290 100
18,407 28,067 933 .06 27,107 93 - 312 100
- 14,430 22,003 3,597 .24 20,190 79 351 100
12,316 18,779 6,221 42 16,066 64 428 100
26,864~ 35,292 -6,092 . /;ﬁo? 12 560 100
23,242 30,534 -4,134 b 7,202 103 687 100
19,235 25,270 -0 b 21,735 87 870 100
*Negative V:?.lue
e
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f Table 13 Group-Based Early Annuity
} 1 2 3 4 5 6 7 &8 9 10 ]
Present . .
Median Own Own Own Sapplemertal Presz I-el
Years Salary Single v"Salary at Single SLA Re- Value Value Annual Cost
Service Jor Age- Lyfe 67, 2%/ Life quired at 67 of SSLA 0RSSLA of SSLA
Current Salary Credit Service Annuity Year Real Annuity (SSLA) ar 67 at 6%  [10+ Annuit
Age Group? Now Cohort  (SLA) Now  Increase at 67 [7 Median-5] [8x9.384]  Discount Vailue]
. (7473) (4.4651)
62 H 32 $38,500 $27,104 $42,350 $33,880 $-1,134 0 0 0
8 62 M 12 29,500 20,768 32,450 25,960 5,192 - 848,722 $36,410 $8.154
2 62 L 32 26,500 18,656 29,150 23,320 7,304 68,541 51,221 11,471
62 H 27 33,500 19,899 36,850 27,121 3,984 37,386 27{939 6,257
62 M .27 29,500 17,523 32,450 23,883 . 6,360 59,682 44,600 9,989
62 L 27 26,500 15,741 29,150 21,454 8,142 76,405 57,097 12,787
62 H 22 32,000 15,488 35,200 21,859 4,664 43,767 32,707 7,328
62 M 22 29,500 14,278 32,450 20,152 5,874 55,122 41,193 9,226
62 L 22 26,000 12,584 28,600 17,761 7,568 71,018 53,072 11,886
62 H 17 38,500 14,3%9 42,350 21,429 4,247 39,854 29,783 6,670
62 M 17 33,500 12,529 36,850 18,646 6,117 57,402 42.897 9,607
62 L 17 23,500 8,789 25,850 13,080 9,857 92,498 69,124 15,481
1 (.6651) {5.9173)
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Table 13 Continued
1 2 4 10 1

Present
3 Median Own Own Own ‘Supplemental Present Level
Years Salary S:ngle Salary at Single SLA Re- Value Value  Annual Cost
R Service for Age- Life 67, 2%/ Life quired a1 67 of SSLA of SSLA of SSLA
Current Salary =~ Credu Service Annuity Year Real Annuity (SSLA) at 67 at 6%  [10~ Annuity
Age Group® Now Cohort (3LA) Now  Increase at 67 [7 Medan-5] [8x 9 384]  Discount Value]

30 34,000 20,400 39,100 31,280 3,980 37,348 24,841 4,198
30 26,500 15,900 30,475 24,380 8,480 79,576 52,926 8,944
30 24,500 14,700 28,175 22,540 9,680 90,837 60,416 10.210
25 32,500 16,250 37,375 27,508 8,126 76,254 50,717 8,571
25 28,800 14,400 33,120 24,376 9,976 93,614 62,263 10,522
25 25,400 12,700 29,210 21,499 11,676 109,568 72,874 12,315
20 35,200 14080 40,480 25,138 5.916 55,516 36,924 6,240
20 28,000 11,200 32,200 19,996 8,796 82,542 54,899 9,278
20 22,500 9,000 25,875 16,068 10,996 103,187 68,630 11,598
B (.4970) (8 8869)

20 38,400 11,520 48,768 35,893 14,185 133,112 66,157 7.444
20 2.,,00 8,250 34,925 25,705 17,455 163,798 81,408 9,160
20 21,500 6,450 27,305 20,096 19,255 180,689 89,802 . 10,105
(.3713) "(11.1060)

H 20 17,300 7,460 52,220 41,776 26,476 248,451 92,250 8,306

50 M 20 30,300 6,060 42,420 33,936 27,876 261,588 97,128 8,746
50 I 20 20,300 4,060 28,420 22,736 29,876 286,356 104,096 9,373

60 H
60 M
60 L
60 H
o0 M
60 L
60 H
60 M
60 L

rTx

aH = tugh-third, M = mid-third. L= low-third salary group
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Table 13 Continued

12 3 14 15 16 17 18 19
Additional Annual Balance . Total IER as a IER as a IER as a
Compensation Total of FTE Assis- Annual Percentage Percentage Percentage
[Age 67 Required Budget tant Professor Incentive of of of ¢
Median SLA to Retire Line at $15,000 ER (IER) Current Regular Mandatory
Minus SLA Employee Released per ER for Income Salary ER Annuuty R Annuity
Now/ [nr+12] "-13 Duranion {7 Median] [16+ 4] [16+5] [16+7]
- $-1,134 0 $35,50C 2.57 $27,1042 70 100 80
8 5,192 $13,346 16,154 % 1.08 25,960 88 125 100
7,304 8,175 7,728 .52 25,960 98 139 111
3,984 10,241 23,259 1.55 23,883 7 120 88
6,360 16,349 13,151 .88 23,883 81 136 ) 100
8,142 20,929 5.5 37 23,883 90 152 1
4,664 11,989 20,011 133 20,152 63 130 92
5,874 15,100 14,400 .96 20,152 68 141 100
7,568 19,451 6,546 C .44 20,152 78 160 113
4,247 10,917 27,583 184 18,640 48 129 87
6,117 15,724 17,776 119 18,646 56 149 100
9,857 25,338 -1,838 * 18,646 79 212 143

Q - 1}.2
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Table ‘13 Continucd

i2 13 L 15 16 17 18 19
Additional Annual Baiunce Total IER as a IER as a IER as a
Compensation Totl of FTE Assis- Annual Percentage Percentage Percentage
[Age 67 Required Budget tant Professor Incenuve of of of
Medwan SLA to Retire Line at $15,000 ER (IER) Current Regular Mondatory
Minus SLA Employee Released _ per ER for Income Salary ER Annuity R Annuity
Now/ [+12 [4-13) Duration [7 Median] [16- 4] [16+3] [16-7]
. 3,980 8,178 25,822 1.72 24,380 72 120 78
8,480 17,424 9,076 .61 24,380 92 153 100
9,680 19,890 4,610 31 24,380 99 166 108
8,126 16,697 15,803 1.05 24,376 75 150 89
9,976 20,498 8,302 55 24,376 85 169 _ 100
11,676 23,991 ' 1,409 .09 24,376 % 152 T 13
5,916 12,156 23,044 1.54 19,996 57 142 80
8,796 18,074 9,926 .66 19,996 1 179 100
10,996 22,594 -94 . ~19,996 89 222 124
14,185 21,629 16,771 1.12 25,705 67 J223 72
17,455 26,615 885 .06 25,705 93 312 100
19,25 29,360 -7,860 . 25,705 120 399 130
26,476 34,782 2.518 17 33,936 91 455 81
217,876 36,622 -6,322 . 33,936 112 560 100
29,876 39,249 -18,949 . 13,936 167 836 149
* Presumably, these persons <ould ndyL:e given incentive carly annuities less than their normal early-réurement annwities
*Negative Value ‘
Q !
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Table 14 Individual-Based Early Annuity with Partial Emgloymem

1 2 3 4 5 6 7 8 9 16
Present Supplemen-
. Mean Single Expected tal SLA Present Level
Years Salary Life Salary at Single Required Value Value Annual Cost
Service  for Age-  Annuity 67, 2%/ Life at 67 of SSLA of SSLA of SSLA
Current Credit Service (SLA) Yecr Real Annuity (SSLA) at 67 at 6% [9~ Annuity
Age Now Cohort Now Increase at 67 [6-4] [7%9.384] Discount Value]

(.7473) (4.4651)

62 kY] $32,500 $22,880 $35,750 $28,600 $5,720 $53,676 $40,112 $8,984

62 1) 30,400 18,058 33,440 24,612 6,554 61,501 45,960 10,293

62 2 29,500 14,181 32,450 20,152 5,970 56,027 . 41,869 9,317
62 17 13,500 12,529 36,850 18,646 6,117 57,402 42,897 9,607

& - (.6651) (5.9173)
60 50 30,200 15,120 34,730 27,784 9,664 90,687 60,315 10,193
60 25 28,600 14,300 32,890 24,207 9,907 92,967 61,832 10,449
60 20 26,700 10,680 30,705 19,067 8,387 78,704 52,346 8,846
30 1€ 26,400 7,920 30,360 15,362 7,442 69,836 46,448 7,850
(.4970) (8.8869)

55 25 29,100 10,193 36,957 29,566 19,373 181,796 90,353 10,167

55 20 29,000 8,700 36,830 27,107 18,407 172,731 85,847 9,660

55 15 25.600 5,760 32,512 20,190 14,430 135,411 67,299 7,573

55 10 25,000 3,750 31,750 16,666 12,316 115,573 57,440 6,463
(.313) (11.1060)

50 20 29,200 5,840 40,880 32,704 26,864 252,092 93,602 8,428
50 15 26,400 3,960 36,960 27,202 23,242 218,103 80,982 7,292
50 10 25,000 2,500 35,000 21,735 19,235 180,501 67,020 6,03%
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Table 14

Continued
11+ 12 13 14 15 16 17 18
- Annual Balance FTE Total IER as a IER as a IER as a
Additional Total of Assistant Annual Percentage Percentage Percentage
Compensatio:. Required tc¢ Budget Professor Incontive of of of
[49% Salary or Retire Line at $15,000 ER (IER) Current Regular Mandatory
,Current Salary Employee Released per ER for Income Salary ER Annuity R Annuity
Minus Annuity] [10+11] [3-12] Duration [4+11] [15+3] [15+ 4] [15+6]
" $9,620 $18,604 $13,896 93 $32,500 100 142 114
" 12,342 22,635 7,765 .52 30,400 100 168 124
14,455 23,832 5,668 .38 28,636 97 202 142
16,415 26,022 7,478 .50 28 ,944 86 231 155
12,080 2,273 7,927 53 30,200 100 167 109
14,014 24.463 4,137 .28 28,314 99 198 117
13.083 21,929 4771 32 23,763 89 223 125
12,963 20,813 5,587 .37 20,883 79 264 136
14,259 24,426 4,674 31 24,452 84 240 82
14,210 23,870 5,130 .34 22,910 79 263 85
12,544 20,117 5,483 .37 18,304 72 318 91
12,250 18,713 6,287 42 16,000 64 427 99
14,308 22,736 6,464 .43 20,148 69 345 75
12,936 20,228 6,172 .41 16,896 64 427 62
12,250 18,285 6,715 45 14,750 59 590 68
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67,”" and Tabie 16, ““Continucd Contributions to the Individual’s Retire-
ment Account.”” In essence both options involve an agreement from the
institution to continue contributions to an employee’s annuity account
until the mandatoiy retirement age (again assumed to be 67) if the
employee retires early. If the potential early retiree accepts the arrange-
ment, his old budget line can be used to finance the continued retirement
system contribution and to hire a new employee.

Table 15 shows the option for a defined-benefit plan; Table 16, for a
defined-contribut;on plan. In bqth tables the potential early retiree is
receiving a 2% per year real salary increase. In Table 15, where the
annuity is based on age, length of service, and highest salary, the dif-
ference between an early-retirement annuity and a mandatory-age
annuity is computed. This difference is the supplemental annuity which
must be purchased. The total cost, and the level annual cost, of purchas-
ing the supplemental annuity are shown. Again, the budget line 1eleased
is calculated.

In Table 16, the defined contribution example, a different approach
is taken. Here it is assumed that an institution continues both the
employer and the employee contribution to the retirement fund. This
combined contribution is assuméd to be 20% of the employee’s annual
salary. Thus, 80% of the budget line is released for a new hire.

+ These latter two options are different from the earlier option- in that
the early retiree receives neither an early-retirement annuity nor a pen-
sion supplement. The institution merely continues its contributions to the
terminating employee’s pension acgount, and the pension will not be
paid until the mandatory reliremcﬂ?)age. Thus, in most cases, the ter-
minating employee would have to reemploy elsewhere.

Comparing the Alternatives

The options can be compared along several dimensiogs, including
the furds released per early retiree, the replacements that may be hired,
the early retiree’s annuity income, and the institution’s ability to
‘“‘select’” the early retirees.

Funds Released per Earlv Retiree. Reduction of payroll costs and
the replaccment of faculty members are the two primary objectives of
early-retirement schemes. For each option, the payroll costs saved by the
institution per person retired were calculated. lu cases where an em-

ployee need not be replaced, these figures represent actual payroll sav-

-
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ings. When an early retiree must be replaced, they represént the funds
available for hiring a new faculty member.

Each alternative, for at least one age-service group, will release
enough—or almost enough—money fcr the hiring of an assistant profes-
sor at an assumed nine-month salary of $15,000 per year. Option 1, the
full-salary annuity, comes close to releasing sufficient funds for the hir-
ing of a replacement only for persons ged 62 with thirty-two or more
years of service credit. For persons aged 55 or less, the cost is greater
than the funds released.

Option 2, the individual -based annuity, releases sufficient funds for
persons aged 62 with between seventeen and thirty-two years of service.
Almost enough funds are released for persons aged 62 with between
twenty-two and twenty-seven years of service credit. No persons at age 50
or 55, no matter how many years of service credit, release enough money
for hiring even a half-time replacement. -

Under Option 3, the group-based annuity, the higher-paid em-
ployees tend to release more funds than lower-paid employees because of
the difference in their base salaries and the greater increases given the
lower-paid employees who agreg to retire early. Among the lowest-paid
third, there is not ‘one age-group at which an early retiree releases suf-
ficient funds to hire a replacement. Within the middle salary group, two
cohorts release enough moncey to hire a replacement. And within the
highest third, all but the youngest age-group release sufficient funds.

_ Within the lowest salary group, tnere are several casesefa deficit, one
shortfall being more than $18,000. N

For Uption 4, the partial employment scheme, only 'in the oldest
age-service group does an early retirement make even a substantial con-
tribution toward a replacement’s salary. Since the current employce is
rehired on a half-time basis under this alternative, the break-even point
would be $7,500—enough money to hire a half-time faculty member as a
replacement. This bejng the criterion, Optior 4 is successful in four age-
service groups. \

Options 5 and 6, uhder which only continued contributions to the
retiree’s annuity are provided, release the most money. In every case,
sufficient funds are released to hire a replacement. However, it is doubt-
ful whether there would be enough financial incentive under these
options to cause employees to terminate early.

Abiiity to Hire Replacements. An institution must know the per-
centage cf persons in each age-service cohort likely to elect early retire-

Aruitoxt provided by Eric
T




Table 15 Supplemental Annuity To Continue Aunuity Contributions Until Age 67

1 2 3 , 4 5 6 7 9 10 1 12
Present SLA at 67 FTE
Mean Based on Expected Supplemen- Present Level Balance of  Assistant
Years Salary Present Salary at Single tal SLA Re- Value Value  Annual Cost Budget Line Professor
Service  for Age-  Saiary and  67,2%/Year  Life quired at  of SSLA  of S5LA of SSLA Released  at $15,000
Current Credit Service Service Real Annuty 67 (SsLA) at 67 at 6%  [9~ Annuuy  Annyally per ER for
Age Now Cohort  butr at Age 67 Increase ar 67" 16-4] [7x9 384] Discount Valuej . [3-10) Duration

(7473) (4 4651)
62 2 $32,500 $23,920 $35.750  $28,600  $4.680 333917 $32.819 $7,350 $25,150 1.68
62 27 30,400 18,878 13,440 24,612 5" 53,808 40,211 9,006 21,394 143
62 2 29,500 14,927 32,450 20,152 5,2.5 49,031 36,641 8,206 21,294 1.42
17 13,500 13,099 36,850 18,646 5,547 $2,053 38,899 8,712 24,788 1.65
s . (6651) (59173
30 30,200 20,838 34,730 27,784 6,946 65,181 43,182 7,326 22,874 152
25 28,600 16,4 5 32,890 24,207 7,762 72,839 48,445 8,187 20.413 1 360
20 26,700 12,282 30,705 19,06 6,785 63,670 42,347 7187 19,543 130
15 26,400 9,108 30,360 15,362 6,254 <8688 39,013 6,59 19,804 132
(4970) (8 B869)
25 29.100 16,733 36,957 29,566 12,833 120,425 59,851 6,715 22,365 149
20 29,000 13,340 36,530 27,107 13,767 129,190 64,207 7,225 21,775 1.45
.15 25,600 8,832 32,512 2490 11358 106,584 52972 5,961 19,639 Y
10 25,000 5,750 31,750 16,066 10316 96,805 48,112 5,414 19,586 151
- (3113 (11 1060)

20 29,200 13,432 40,880 32,704 19,272 180,848 67,194 6,050 23,150 1.54
15 26,400 9.108 36,960 27,202 18,094 169 794 63,045 5,677 20,723 138
10 25,000 5,750 35,000 21,738 15,985 150,003 55,696 5,015 19,985 1.33

Note' This ta"le 1s computed assumng that the supplement required will be equal to the difference between the expected annuity at age 67 and the SLA that would be recetved if
the early retiree’s accow. it were left to accumulate until age 67. Under this option the early retiree receives no upplemental payment from the umversity between early retirement
and the mandatory retirement age At the mandatory retirement age, the tarly retirec receives the annuity he would have recenved had he remained employed till the mandatory
retiremnent age and received a 2% per-year salary increase -
116
J

o]




Table 16 Continued Contributions to the Individual's Retirement Account

1 2 3 . 4 5 6 7 8 9 10
Present  * Total Present FTE
Mean Expected * Cost of Value of Balance Assistant
Years Salary Salary at - Total the 20% the 20% of Bud- , Professor -
Service  for Age- 67, 2%/ Salary Annuity Annuity get Line at $15,000
Current Credit Service  Year Real Years till Now Tul  Contri- Contri- Released per ER for
Age Now Cohort Increase Age 67 Age 67 bution bution Annuallye Duration
' (5.3 (.8418)
62 .o $32,500 $35,750 b $172,250 $34,450 $29,000 $26,000 1.7
62 27 30,400 33,400 5 161,120 32,224 27,126 v 24,320 -~ /).6
62 2 2¢,500 32,450 5 156,350 31,270 26,323 23,600 f1.6
62 17 33,500 36,850 5 177,550 35,510 29,892 2€,800 1
(7.58) ( 7941) .
60 30 30,200 34,730 7 228,916 45,783 36,355 24,160 1.6
60 25 28,600 32,890 7 216,788 43,358 34,431 22,880 1.5
60 20 26,700 30,705 7 202,386 40,477 32,143 . 21,360 1.4
60 15 26,400 30,360 7 200,112 40,022 31,782 21,120 1.4
// (13.68) (.6891)
55 25 29,100 36,957 12 198,088 79,618 54,864 23,280 16
55 20 29,000 36,830 12 396,720 75,344 54,676 23,200 16
55 + 15 25,600 32,512 - 12 350,208 70,024 48,266 20,480 1.4
55 10 25,000 31,750 12 342,000 68,400 47,134 20,000 1.3
- (20.41) (.5997) .
50 20" 29,200 40,880 17 595,972 119,194 71,481 23,360 1.6
50 15 26,400 36,960 17 538,824 107,765 64,627 21,120 1.4
. 50 10 25,000 35,000 17 510,250 102,050 61,199 20,000 1.3

sEighty percent of the early retiree’s budget line 15 released 1n each case Like the option described in Table 15, the early retiree does not receive a supple-
ment between carly retirement and the mandatory retirement age, not does he draw an early-retirement pension

=
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108 - FISCAL IMPLICATIONS (7 EARLY RETIR” MENT

ment in order to estimate the effectiveness of alternative plans. Since
only rough estimates are a’v\ailable from the experiences of the few
universities that have implemented these schemes, local estimates will
have to be made. In making them, a university or college should recog-
nize that the most efficient option—that.is, the one with the highest
replacement ratio—may encourage only a few early retirements. Option
6 frees more than enough funds peF early retiree to hire a replacement
employee, but relatively few persons would elect the option. On the other
hand, although Option 2 releases little money per early retiree, more per-
sons might choose it and so accelerate turnover. To use Option 2,
however, an institution would have to be satisfied with less than a one to-
one replacement ratio.

In deciding which option to adopt, the needs of both the institution
and the potential early retirees must be weighed. Obvipusly Option 1, the
full-salary option, would be very attractive to employees but very expen-
sive for the institution. The reverse would be the case for Options 5 and
6. If part-time employment is an important criterion, then Option 4
should be seriously considered. The choice betwesn Options 2 and 3
would depend on historic salﬁry practices at an institution (that is, do
salary differences reflect merit?) and on an estimate of their appeal to
current faculty members. )

“»

~*.Early-Retirement Annuity Income. The economic incentive to
retire early can be measured by the relation between the employee’s
annuity income from liberalized early retirement and his annuity income
from normal early retirement. In only one case does the liberalized early-
retirement income not exceed the normal early-retirement income. This
occurs under Option 3 for the oldest and longest-tarm employees earning
above the median salary for their age-service group. Their own normal
early-retirement annuities would be greater than the incentive annuities
based on the median salary for their age-service group. In practice, 4
these persons were to retire early, they would probably receive ana
based on their own salary rather than on the median of their a
cohort.
When the liberalized early-retirement income is compafed with the
income expected at mandatory retiremznl, increases are fiot as great.
However, the incentive early annuities are close to the value -
datory-age annuities, and indeed this match was one of the primary fac-
tors considrred in the dévelopment of ‘the alternatives. However, the
retiree receives no income under Options 5 and 6 until he reaches the
mandatory retirement age.’
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In terms of totat retirement income, Option 1, which was designed’
to provide an early-retirement income equa! io one’s preretirement
income, is most attractive. However, few funds are released under this
alternative. Option 4, the partial employment ¢ ption, provides retire-
ment incomes of at least two-thirds of current salary (except in the
youngest age-group), but participants must work half-time to earn about
50% of this income. Optiont 2 provides fairly high retirement incomes,
compared with present earnings, for certain age and service groups. Per-
sons with twenty or more years of service credit receive at least two-thirds
of their present salary. .

In terms of retirement income as compared with present income,
Option ! would be ranked first by most persons. Option 4 would be
ranked first or second by persons who would like to continue working at
their university, while Option 2 would be ranked second by persons who
would rather not work after early retirement. Option 3 would be ranked
first by lower-paid employees but last by their higher-paid colleagues.
From the early retiree’s point of view, neither Option 5 nor Option 6 is
likely to be very attractive. Since the retiree receives no supplement and
must wait until the inandatory retirement age to draw his pension, he
would certainly be reluctant to accept either of these options unless he
were very ¢lose to the mandatory retirement age, had substantial savings,

ILLUSTRATION OF COST CALCULATIONS . 109
- or planned to reemploy.

L
Ability to Select the Retirees. Unless an institution identifies spe-
cific employees and convinces them to accept early retirement, there is
little certainty that the appropriate persons will be encouraged to take
advantage of the retirement scheme. If it can be assumed that within a
specific age and service cohort the more highly paid employees represent
the more valued ones, ther the group-based scheme may be most effec-
tive in retiring the appropriate persons. The same logic leads us to con-
clude that the individual-based early-retirement scheme may tend to
encourage the more valued academics to retire. -
The partial employment alternative falls between these extremes.
Since this scheme is intended to reemploy early retirees on a part-time
basis, the benefits schedule weuld be related to the individual rather than
to the group. Thus, those who elect this option would probably be some- |
what highly valued. One might argue that these are not the persons to 1
retire on a part-time basis, that the less-valued employees should be
retired partially and the highly-valued employees should be retained full-
time. This need not be so, since the partial employment:option could be
,used in conjunction with a complete retirement alternative, making it

¥
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FISCAL IMPLICATIONS OF EARLY RETIREMENT

possible to retain at least some of the services of those employees who are
in high demand for botk campus and off-campus activities while retiring
- the less-valued employees. However, it is not clear that employees in high
demand want to retire early. N

OTHER POSSIBLE ALTERNATIVES

Other alternatives that might encourage early retirement have not
been evaluated here. For example, unproductive employees might be '
given an annual salary decrement to encourage them to retire before the
mandatory age. In practice, all employees might receive the same per-
centage decrement, and the cuts would be restored only if such action
were deserved. another option would be to require all employees to dis-
cuss their retirement plans with their superior at regular intervals. Less-
productive :mployees might be encouraged to begin or increase pay-
ments into a supplemental retirement fund. The institution might even
agree to make matching contributions if the employee agreed to retire at
a certain date.

Since the financial disadvantage of early retirement can be severe if
a per®n retires a decade or so early, partial retirement from perhaps age
55 through age 59 with complete retirement at age 60 might be desirable.
Again, few persons may decide to take this route, but it may be the best
conrse for some. Such an option might also be the only way in which to
encourage some persons who now plan to continue until the mandatory
age to step down early. The major difficulty with part-tinie reemploy-
ment seems to be determining mutually agreeable part-time tasks.

SELECTING THE OPTION

From even a strict cost standpoint, it is not easy to identify the best
alternative. The choice depends on the objectives of the institution. Since
these early-retirement schemes may not free sufficient funds to replace
ear'y retirees with new employees on a one-to-one basis, one of the insti-
tution’s most critical tasks is to estimate the marginal productivity of
both potential retirees and potential new employees. If the sum of the
marginal products of the potential new employees is greater than that of
the potential retirees, an early-retirement pian might be an economic‘al
means of faculty rejuvenation. The following paragraphs summarize the
cost effects of the six options

I3
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SELECTING THE OPTION m

Option 1: Full-Salary Early Annuity. This alternative is undoubt-
edly the most favored option of potential early retirees because it makes
their retitf®ment income equal to their fuil salary. For the institution, it
may not be a desirable alternative because it would permit only a low
replacement rate.

Option 2: Individual-Based Early Annuity. This alternative saves
the institution the most irssalaries and allows a reasonable replacement
ratio, bwt it may not be effective in retiring the appropriate employees.
The benefits schedule gives highly-paid employees the greatest financial
incentive to retire early. This scheme provides a moderate level of retire-
ment income, and the early retiree receives these benefits with no part-
time employment required. %

This option illustrates, however, that it can be expensive to provide
increased annuities to persons more than a few years away from the man-
datory retirement age. Only for employees approximately five years from

andatory retirement a‘:xfﬁciem funds freed to permit the hiring of
replacements on a one-to®@ne basis. Although this scheme may not save
the institution a great deal of money, it should encourage euiployees to
retire carly. Even early retirees with relatively short periods of service
receive annuities equal to two-third« of thplr current salaries.

Option 3: Group-Based Early Annwuity. This alternative saves the
institution the least amcunt in salaries, but it may be able to retire the
less:valued employees. This option rates below Option 2 in terms of total
tetirement income provided. '

Ontion * Individual-Based Early Annuity with Partial Employ-
ment. This alternauive ranks high in terms of savings to the institution
ner employee retired. To the extent that those employees who elect to
participate in this alternaive are more highly valued and might have
retired completely if the option were not available, it is somewhat effect-
ive in retaining selected faculty members on a part-time basis. The
incorpe received by an early retiree ranges from 59% to 100% of current
salary, but the early retiree must acce3t a parttime position to earn
about half of that income.

Options 5 end 6: Continued Annuity Contributions. These options
are not directly comparable with the other options because they do not
provide retirement income from early retirement to mandatory retire-
ment. The institution would be able to reallocaie approximately 80% of
each early vetiree’s salary.
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Since these latter two options may appeal only to persons who have
arranged for reemployment, it is conceivable that they could increase the
cost of a natural process to the institution. Today, some people decide at
mid-career to leave an institution and move elsewhere with no! special
compensation, Instead of encouraging more peopie to move to another
institation, these options may cause the institution to compensate those

_persons already planning to leave. The other optic 1s, it should be

recalled, have a severance payment or increased annuity intended to
cause people ta stop working altogether by providing them an‘income in
lieu of salary. Some persons electing these options may already have been
planning to retire early, but fhe added benefits are expected to encotrage
additional persons to step down as well. Of course, under all methods it
would be necessary for the institution to establish eligibility rules and to
manage the early retirements so its manpower requirements are kept in
balance.

The tables presented in this chapter are only examples of how early-
retirement alternatives can be compared for employees of various ages
with different service and salary histories. Of course, an institution
should expand these calculations to include persons with various years of
service credit nearer to and further from retirement. Also, it is extremely
important that these figures be compuled('\!ilh institution-specific data.
Costs other than those of providing an increased pension should be con-
sidered: recruitment and hiring costs for replacement employees, for
example. Although these costs would be incurred with mandatory retire-
ments as well, they would be encountered earlier than planned under an
early-retirement scheme.

Detailed calculations for other options and for defined-contribution
plans may be found elscwhere by persons desiring to perform their own
analysis.® The key factors to be kept in mind when replicating this
analysis are:

Determine the level of benefits to be paid the early retiree.

2. Determine the mandatory-retirement-age pension.

3. Determine the benefits the early retiree will receive from his early-
retirement pensicn.

4. Add social-security income to the expected benefits when
appropriate.

S. Calculate the additional payment to be made to the early retiree.
Determine both:
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a. The additional payment made from early retirement to the man-
datory retirement age.

b. The additional payment made after mandatory retirement age.

6. Determine the cost to the institution uf these additional payments.
The cost will vary deg ending on whether the payment is made in one
lump sum, whether an annuity is purchased for the early retiree,
whether the payment for the annuity is made in equal installments,
and whether the payment is made annuaily from the ins ‘tution’s
general funds. Consider:

a. The payment from early retirement to the mandatory retirement
age might be paid from the early retiree’s salary line, with the
balance of the salary line being used to pay a replacement
employee and to purchase the early retiree a supplemental pen-
sion that will go into effect at the mandatory age.

b. The early retirement payment might be paid in one year if the
institution has the funds to finance the transaction. The key
point 'vill be the size of the early-retirement lump-sum payment.

If an institution is able to determine the amount of an annual sup-
plement to be paid an employw., it can purchase such a supplement from
an insurance company with a one-time payment or with level annual pay-
ments. Clearly, an institution should seek legal advice about ways to
finance supplemental annuity payments.

NOTES

1. A defined-benefit annuity.is one in which a member’'s benefits are defined
by criteria such as number of years of service credit, age at retirement, and
highest salary. The benefits received may exceed the actual contributions
(plus earnings on contribitjons) to the retiree’s account. A defined-contri-
bution plan is one in which‘the employee’s and employer’s contributions
(plus interest) establish the retiree’s financial benefits.

2. In ecarlier analyses an average salary increase of 4% was assumed. This
figure was probably too high for rcal salary increases, particularly for older
faculty members. Since those carlier analyses, salary trends have been exa-
mined more closely. Although the data are sketchy, real rates (rates that do
not include expected inflation) of about 3% for younger employees and of
19 io 2% for older employees might be more appropriate for near-term
estimates. v
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Carl Vernon Patton, ‘‘A Seven-Day Project: Early Faculty Retirement
Alternatives,” Policy Analysis 1, no. 4 (Fall 1975): 731-753.

An actuarial table states the cost at various ages by sex of $1.00 of pension
income paid monthly for life at a given yearly interest rate. The tables are
revised periodically to reflect changing economic conditions and mortality
rates.

Deciding which discount rate to use is troublescme because of inflation.
Although the literature provides little guidance, a paper dealing with the
issue has been publisned. It lays out an argument for using either real
interest rates and real prices or nominal interest 1ates and nominal prices.
See Steve H. Hanke, Philip H. Carver, and Paul liugg. *‘Project Evalua-
tion Luring Inflation,'’ Water Resources Researc'i 1 1, no. 4 (August 1975):
511-514.

For further information on the samz issue see James D. Bruce, ‘‘Costs and
Benefits of Early Retirement in Academia,’* paper presented at the 1976
Annual Meeting of the American Physical Society (New York: February
1976); Teachers Insurance and Annuity Association of America—College
Retirement Equities Fund, *‘Bulletin: Provisior- for Early Retirement"’
(New York: TIAA-CREF, 1972); David S. P. Hopkins, *‘An Early Retire-
ment Program for the Utanford Faculty: Report and Recommendations®’

(Stanford, Calif.: Stanford University, Academic Planning Office, 1972); ;

and Hans H. Jenny. Early Retirement, a New Is<ue in Higher Education:
The Financial Consequences of Early Retirement (New York®' TIAA—
CREF, 1974).
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Career Options and
Faculty Composition

Universities and colleges became interested in ways to modify the
composition of their staffs when they realized that the slowdown in
higher education’s expansion was beginning to reduce the number of new
faculty members they could hire. Fears about the consequences of an ag-
ing faculty body were expressed, and it was commonly held that possibly
even fewer new appointments would be made because the 50-to-60 age-
group had more than its proportionate share of faculty members. These
professors, hired en masse during the education boom of the 1950s and
1960s, comprised a major portion of the professorial force, the argument
went, and it would be years before they would retire. Early retirement
was advanced as one way to induce these persons to leave campus and
increase the number of positions available for new faculty members.

This account does describe the faculty age structure and resultant
problems at some colleges and universities, including some of the institu-
tions now considering incentive early retirement. However, many institu-
tions do not have an overrepresentation of faculty ...cmbers between ages
50 and 60. When addressing the implications of an incentive carly-retire-
ment scheme both for individual institutions and all of academia, we
must take into consideration the age structure of the faculty. If there are
not large numbers of persons in the near-retirement years, then even
highly efficient early-retirement schemes may have little effect. There
simply may be too few people to attract to the alternatives. Furthermore,
an induced early retirement today means one less regular retirement to-
MOrrow.

118 12.’
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IS THERE AN AGE PROBLEM?

Data from both an analysis of the 1972-73 American Council on
Education (ACE) survey anc the 1975 Carnegie Council survey of
American academics indicate that university and college professors are
normally distributed by age.' Figures 1 through 4, based on the more
recent Carnegie data, summarize the age distributions for all institutions
and for selected categories of institutions: High-Quality Research Uni-
versities, Medium-Quality Research Universities, and Medium-Quality
Four-Year qgleges.’ In every case, faculty members are distributed in
greater percentages among *the younger ages, with decreasing propor-
tions in the older age groups, but with no substantial bulges of faculty
members at any age. Any slight bulges which do exist occur at the
younger ages among people not eligible for early retirement. These data
suggest that the decline in the percentage of young doctorates in institu-
tions of higher education cannot be related entirely to an overabundance
of faculty members near retiremext.*

Since these data:could obscure differences ameng fields, we ana-
lyzed them by field. within selected types of institutions. From the
1972-73 ACE data, age distributions for faculty members within the
high-quality research university category were computed; age distribu-
tions by field were produced for high-quality universities, medium-
quality universities and medium-quality four-year colleges using the 1975
Carnegie data. In all cases, large percentages of faculty members are not
found in the age-groups near retirement. Rather, the large groupings,
when they do appear, exist at the younger ages. For illustration, see the
kistograms by selected fields for the medium-quality universities which
are presented in Figures 5 through 8,

Since these are aggregated data, differences among individual insti-
tutions may be obscured. Nonetheless, they suggest that incentive early
retirement would have a limited effect on the age structure of academia,
even though it might have a strong effect on the age structure at a par-
ticular institution. Differences by institution should not be overlooked,
as a disproportionate share of faculty membzrs in tke older age-groups
might cause staffing problems for a particular department, college, or
university.

A FACULTY FLOW MODEL*

Colleges and universities interested in adopting incentive early-
retirement programs would do well to test their probable effects with a
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A FACULTY FLOW MODEL

Figure 1
Faculty Age Distribution for All Institutions
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Figure 2
Faculty Age Distribution for High Quality

Research Universities
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Figure»4
Faculty Age Distrioution for Medium Quality

Fo «r-Year Colleges
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Figure 6
Faculty Age Distribution for the Physical Sciences:

Medum Quality Research Universities
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As defined in the Carnegie Council survey, the Physical Sciences includes Chemis.ry, Geo- .

logy, Physics. General Physical Science, and Mathematics/Statistics.
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Figure 8

Faculty Age Distribution for the Social Sciences:

¢

Medium Quality Research Universities
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faculty flow model. Several models now exist.” Their applications have
revealed a general aging ti>nd within faculties of constant size. Unless
current faculty members can be encouraged to leave the institution, the
aging trend reduces the number of new hires that can be made in the near
term. Older faculty members might be encouraged to retire early;
younger facuity membeis might be denied tenure at higher rates; mid-
career change programs might encourage outmigration; or other forces
might cause faculty members to leave academia for othci pursuits.

In these models, retirement rates have to be quiie high to change the
hiring rate or the age structure of the facully. Causing faculty members
to retire a few years carly has limited impact, since these pecple would be
soon leaving anyway. Furthermore, when people are induced to retire a
few years carly, the temporary increase in the retirement rate that results
is followed by a return to the former rate as people who would have
retired in years to come have already left. The greatest effect resuvits from
changing the tenure rate. If young faculty members are denied promo-
tion and required to leave the university, high faculty turnover can be
maintair. 2d—but primarily among entry-level academics.

In oraer to investigate the consequences of increasing the retirement
rate or encouraging people to leave the university at mid-career, we pro-
duced a faculty flow model to which we could apply available aggregated
data. The approach was to test the effect of alternaiive retirement rates,
tenure-denial rates, mid-career change rates, and other factors on faculty
composition. We examined the results for both a normally distributed
faculty population and one with a greater proportion of older members.
After testing the impact of each rate on the base populations, all other
rates held constant, we investigated the interaction effect of combining
rates.

Feat:ies of the Modei

Factors affecting faculty growth and change were assumed to
include (1) tenure decisions, (2) death and retirement, (3) outmigration
(takiny a positi. _ ‘Isewhere), (4) mid-career change, and (5) new hires
The model n<es a * otal renure denial rate and a tenure denial distribution
for the r.ge cohorts 30 to 34 and 35 to 39. Limitations on available data
forced us to restrict terure decisions to faculty me- bers younger than
age 40, Since most tenure decisions are mac  before the faculty member
reaches his late thirties, the model assigns more denial§ to the 30-t0-34
cohort than to the 35-t0-39 cohurt
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The empirical death and retirement rates are the most straight-
forward of all those used in our model. In the younger age cohorts, thesc .
rates exclusively represent death rates; in the older cohorts, they repre- '
sent both death and retirement. These iates are applied to the population
in cach age cohort.

The market-induced ourmigration rate, when applied to the total
population, yields the total number of facuity members who will leave
that year. This figure is then distributed throughout the entire population
according to cbserved trends.

fo illustraie the effect of mid-career change programs, we have
meerporated a mia -.career change raie into the model. This variable des-
cribes the effects of mcentlves ta cause people between ages 40 and 50 to
leave the university.

The new hire/replacement rate is applied t> the total number of
faculty members who annually leave the population. The rate is based on
the percentage of all outmigrants, tenure denials, mid-career changes,
and so on to be replaced with new employees (e.g., 80% to 105%). In this
analysis we assume a steady-state and use 100%. These new appoint-
ments are then aistributed among the age cohorts accordmg to observed
trends.

‘The analysis was carried out using adjusted ates from Cartter and
McDowell and the Berkeley Faculty Flow Model.* We used a hypothe-
tical base population from ACE data, grouped according to the Carnegie
classification of High-Quality Research Universities. These age-distribu-
tion data, grouped by commonly accepted five-vear intervals, were stan-
dardized to a base of 1,000 persons. The population describes a faculty
where the normal retirement age is 65, the institution’s mandatory retire-
ment age is approximat.ly 67, and the compulsory retirement age is 70.
In other words, under current retirement rates, approximately two-thirds
of the faculty members retire between ages 65 and 66; and that by the as-
sumed mandatory retirement age of 67, approximately three-quarters of
the faculty members have retired. Only a few persons are reappointed
until age 70. The exact percentages of retirees for each age depends on
the retirement rate.

Effects of Alternative Tenui- ijenial Rates

Experimentation wiith the odel revealed that the total tenure-
denial rate 1s the most sensitive variable. Figure 9 shows the input data
for a projection using a normally distributed population. Figures 9
through 9d report projected distributions for three five-year intervals.
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Figure 9
Faculty Age Projection: Normal Age Distribution Assuming a Low Tenure Denial Rate
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Figure %a
Faculty Age Frojection: Normal Distribution Assuming a Low Tenurc Denial Rate
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Faculty Age Projection: Normal Distribution Assuming a Low Tenure Denial Rate
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Faculty Age Projection: Normal Distribution Assuming a Low Tenure Denial Rate
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The projection is produced by assuming a 1% annual tenure-denial rate
combined with a 1% outmigraiion rate and a 100% replacement rate.
The resulting population has a large number of faculty members in the
oldest cohorts and relatively few in the younger cohorts. The bulk of the
population has passed through the years of tenure decision and now
represents a large group of faculty members aged 45 to 60.

We analyzed the same age distribution under different assumptions.
Although we do not display the results, the miodel was run with a 5%
tenure-denial rate with all else the same as the first projection. We found
a bimodal distribution beginning to form. The upper portion centered
around those aged 55 to 59 who had already been granted tenure be’ore
or during the base year. The lower portion centered around those aged 30
to 34 whose tenure decisions had not yet been made.

After analyzing projections at the 1%, 3%, 4%, 5%, 7%, and »-o
levels, we decided to use a 4% annual tenure-denial rate throughout the
rest of our analysis because it caused the projected population to be nor-
mally dist"ibuted and it approximated the average tenure-denial rate at
several of our case institutions. (If 4% of the population at risk during a
ten-year period is denied tenure each year, approximately 67 % will attain
tenure by the end of the risk period.)

Effects of Alternative Death and Retirement Rates

The death and retirement rates for the three oldest cohorts were
varied, while the rates for the remaining cohorts were not changed. Three
projections were analyzed. The first assumed rates of 5%, 10%, and
40% for the 55-to-59, 60-to-64, and 65-to-70 age cohorts, respectively;
the second projection assumed 7.5%, 20%, and 60%, respectively, for
the same age cohorts; and the last projection assumed 10%, 30%, and
75%, respectively.

We found that to cause a major change in the composition of the
population, the death and retirement rates for the oldest three cohorts
had to be changed substantially: about a 50 to 100 percent increase in the
death and retirement rate for each.

Effects of Alternative Outmigration Rates

The result of an increase in the total outmigration rate was also ana-
lyzed. Populations were projected using total outmigration rates of 1%
and 3%. A bimodal distribution of the population resulted from the
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combined effects of higher death and retirement rates coupled with the
3% outmigration rate. However, a 3% outmigration rate appears to be
more than can be expected today. For this reason, the total outmigration
rate was held at 1% throughout the rest of the analysis. (In most institu-
tions, the present rate probably does not exeeed 1.5%.) Rather than as-
suming a large increase in this rate (which applies to all age groups), one
could instead effect outmigration by encouraging mid-career change for
people at those ages at which outmigration would be worth the effort and
money spent inducing them to leave.

Effects of Alternative Mid-Career Change Rates

Mid-career change rates eventually affect the older ages of the popu-
lation distribution as well as have an in.mediate effect on younger faculty
members. The number of older facul:y members will eventually decrease,
while the number of younger faculty members will increase as a result of
the greater proportion of new appointments made in the younger age-
Jroups. Projections were conducted using 1%, 2%, and 3% respectively
as mid-career change <ates. For all further analysis, we used mid-career
change rates of 2%. This projection yielded a normal population distri-
bution, and it is hard to believe that a higher rate could be induced, no
matter how much money a university or college might spend.

Effects of Alternative Rates on an Older Population

After analyzing rates applied to a normally distributed faculty popu-
lation, we analyzed how they affect=d an oider distribution. A faculty
with a normal retirement age of 65 was used, but its median age was ap-
proximately five years above that of the normally distributed faculty
population. We used the distribution of one of our case institutions stan-
dardized to a porulation of 1,000 persons.

Alternative projections of this older distribution were made using,
1%, 2%, and 3% mid-career change rates. The projections describe a
faculty beginning to grow younger as the result of mid-career change.
Since professors must pass through the mid-career change “filter,”
fewer of thém mov= into the older age cohorts. This reduction yields
vacancies which are filled primarily by younger persons. By applying cer-
tain rates, the older population distribution can be made to gradually
grow younger and to finally become normally distributed. For-example,
Figures 10 through 10d show the effect of increased retirement rates and
2% mid-career change on an older faculty.
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Figure 10
Faculty Age Projection: Older Distribution Assuming High Death and Retirement Rates
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Faculty Age Projection: Older Distribution Assuming High Death and Retirement Rates
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Figure 10d
Faculty Age Projection: Older Distribution Assuming High Death and Retirement Rates

F1VE YEAR SUMMARY Af 1993
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RAISING THE MANDATOXY RETIREMENT AGE 139

Testing the Impact of the ‘‘Proper’’ Raies

The changes in faculty composition whicli would be brought about
by a mid-career change program and incentive »arly retirement are illus-
trated in Figures 11 through lid for a normally distributed faculty.
Death and retirement rates of 10%, 20%, and 67% are assumed for the
three oldest age categories. The mid-career change rate is set at 2% for
both the 40-t0-44 and 45-t0-49 age-groups. Current outmigration,
tenure-denial, and new appointment distributions are assumed.

Compared with projections assuming no increase in the retiremer.
rate and no mid-carecr change, these projections show an increase in the
number of near-term appointments that can be made. For example, com-
pared to the projection described in Figures 12 through 12e, these hig!
rates vause the number of new appointments made during the first five
years to ‘ncrease by 43%. During the second five-vear peric this
increase 9%, and during the third it is 26%s. These tigures sh vw the
dampening effect mentioned earlier: boosting the retir=ment rate causes
an initial increase in the number of appointrgents that can be made, but
eventu.uy the zffect wears off as the population distribution grows
younger and fewer p.rsons are available for retirement. Nonetheless,
induced early retirement and mid-career change can increase the near-
term appointment rate.

These rates should not be sought at every institution. They merely
describe the changes that can be brought about through varous policies
The desired faculty stryctare varies from institution te institution, ana so
do the desired retirement and mid-career change rates, Remember also
that the analysis presented here assumes & 100% replacement rate, If
retirees are not replaced on a one-tu one basis, the incieased turnover
caused by inducing early retirements can be lost. Because of space himita-
tions, such consequencc; are not modeled here.

RAISING THE MANDATORY RETIREMENT AGE

Although many institutions and faculiy members are interested in
finding ways to enable earlier retirement, other per<ons are pressing for
an ¢~ of, or at least a further increzse¢ 1n the mandatory reuire-
ren . ‘hat will happen to the age di.cribution of American aca-
den... .fter the mandatorv retirement ~ge is increased 1n 19827 If the
change causes a large H1opoitwa &F Taculty members to stay on until the
mandatory retiremern¢ ac=, one obvious result will be a decrease 1n the

b
1
b
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Figure 11
Faculty Age Projection: Normai Distribution Assuming High Death and Retirement Rates

BASE YEAR : 1978 NUMBER OF FIVE YEAR PROJECTIONS :
TOTAL TENURE DENIAL RATE :  .0LOO

TOTAL EXPERIENCED OUTMIGRATION RATE :  .0100

TOTAL REPLACEMENT RATE : 1.0000
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1000. !
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Faculty Age Projection: Normal Dlsmbunon "Assuming High Death and Retirement Rates
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POPULATION TABLE POPULATION HISTOGRAM
AGE BASE OUTMI- TENURE  RECENT MID-CAREER nscsur NET AGE
CORORT  POPULATION GRANTS DENIALS RETIREES CHANGE HIRE CHANGE PCPULATION  COHORT
5 70 PLUS 0. ———— R - —— J— ——-- : 0. 70 PLUS

65 - 69 36. ——— ———— —— ——— R ——— AAAA 36. 65 - 69
AAAA

60 - 64 52. ———- ——- .- ———- wm—— —— AAAAA 52. 60 - 64
AAAAA -

55 - 73. S— —— —— ——— ———- ———— AAAAAAA 73. 55 - 59
AAAAAAZ

50 - - T, ———— ———— ———— ———— e m—— AAAAAAAAAAAA 17. 50 - 54
AAAAAAAAAAAA

45 - U9 132. ——- ———— S - .- ——— ———- A}AAAAAAAAAAA 152. 45 - 49
AAAAAAAAAAA

U0 - Wl 169. —- ——- P ———— - —— AAAAAAAAAAAAAAAAA 169. 40 - N

. AAAAAAAAAAAARAAAA
35 -39 161, .e-- - —— ——— - cm—- AAAAAAAAAAAAAAAA 161, 35 = 49
- AAAAAAAAAAAAAAAA

30 - 34 166. e ——-- ——-- -—-- ——— S AAAAAAAAAAAAAAAAL 166. 30 -~ 38
AAAAAAAAAAAAAAAAA

UNDER 30 Y. —— c——— - —— — ——— AAAAAAAAA 94. UNDER 30
AAAAAAAAA

TOTAL 1000 - 1000. TUTAL

ERIC

R 11701 Provided by ERIC




wm

colloRT
70 PLUS
65 - 69
60 - 64
55 - 59
50 - 54
45 . 49
40 - 4k
3 - 39
30 - 34
UNDER 30
TOTAL

POP%ﬁileN
0.
36.
52.
73.
17,
i32.
169.
161,
166.
94,
1000.

QUTM]I -~

TENURE
0.
Q.
0.
0.
2.
4.
7.
2. 26.
15, 40.
10.

O O O O O o

POPULATION TABLE

0.
36.
35.
30.

- NN E O

Figure 11b
Faculty Age Projection: Normal Distribution Assuming High Death and Retirement Rates
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Flgure 11d
Faculity Age Projection: Normal Distribution Assuming High Death and Renremem Rates

FIVE YEAR SUMMARY AT 1993
POPULATION TABLE POPULATION HISTOGRAM
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RAISING THE MANDATORY RETIREMENT AGE

number of new faculty members who can be hired. But the L.nsequences
of an increase in the mandatory retirement age caanot be easily predicted
because of the difficulty of estimating when persons will retire.

The increase in the mandatory retirement age may have several
outcomes. Faculty members might degigde to immediately extend their
retirement dates. On the other hand, nfost might retire as now planned.
The most likely reaction might be a gradual shift in the norm for aca-
demic retirement. After the age is raised, yome people will undoubtedly
postpone their retirements. Others, having made plans to retire at age 65

_ or earlier, might continue with their plans. The younger employees, with

many years to plan foi retirement, might adopt age 70 as a new norm.

To investigate this issue, the model was run with the normal retire-
ment age increased to age 70. We illustrate the extreme case, in which
academics take the option to work five years beyond their current
plénned retirement age. However, we assume that persons planning to
retire before age 60 would not be affected by a change in the Age Dis-
crimination in Employmeni Act.

Like the other ratas w.. tesied in this chapter, these '»ere meant to
illustrate pcaisible results, not to predict what would actually happen.
Figures 12 and 13 through 12e 2nd 13e compare normal retirement at
ages 65 and 70. Using the normally distributed base population, both
projections assume a 4% tenure-denial rate, a 1% outmigration rate, no
mid-career change, and 100% replacement. The projection with retire-
ment at age 65 assumes current retirement rates. The projection with
retirement at age 70 assumes persons planning to retire at age 60 or older
would postpone theihﬁgemem by five years. Consequences are shown
for the fifth, tenth, twenfieth, th:rtieth, and fortieth years. Of course,
such long range projections based on an assumption of current rates will
be in error. The pont, though, is to illustrate the relative effect of an
increase in the normal retirement age as a result of increasing or abolish-
ing the mandatory retirement age.

In comparing the population distributions for the projected years
(both projections began with the same population distribution as used in
Figures 9a and 1:a), one observes an initial impact of age-70 mandatory
retirement and an eventual dampening. The number of new appoint-
ments that can be made annually is reduced in the near term. But event-
ualiy the person; who postponed their retirements retire, and there 1s a
convergence between the retirement rates in the age 65 and age 70
models. For example, during the first five-year psriod the number of new
appomtments is reduced by 18%. During the next two five-year periods
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Figure 12
Faculty Age Projection: Ncrmal Distribution Assuming Normal Retitement at Age &\

9w

BASE YEAR : 1978 NUMBER OF FIVE YEAR PROJECTIONS \% 8

TOTAL TENURE DENIAL RATE:  .0400 o
TOTAL EXPERIENCED OUTMIGRATION RATE :  .0100 i
TOTAL REPLACEMENT RATE : 1.0000 o
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Figure 13
Faculty Age Projection: Normal Distribution Assuming Normal Retirement at Age 70

BASE YEAR : 1978 NUMBER OF FIVE YEAR PROJECTIONS : 8

TOTAL TENURE DENIAL RATE :  -0400
- » : TOTAL EXPERIENCED OUTMIGRATION RATE :  .0100 g
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Figure 12a
Faculty Age Projection: Normal Distribution Assuming Normal Retirement at Age 65

FIVE YEAR SUMMARY AT 1983
POPULATIOR TABLE POPULATIUN HISTOGRAM
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Figure 13a
Faculty Age Projection: Normal Distribution Assuming Normal Retirement at Age 70

‘

FIVE YEAR SUMMARY AT 1983
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) Figure 12b
Faculty Age Projection: Normal Distribution Assuming Normal Retirement at Age 65
FIVE YEAR SUMMARY AT 1988 .
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Flgure 13b
Faculty Age Projection: Normal Distribution Assuming Normal Retirement at Age 70

v

e FIVE YEAR SUMMARY AT 1388
POPULATION TABLE’ POPULATLIUN HISTOGRAM
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Flgure 12¢
Faculty Age Projection: Normal Distribution Assuming Normal Retirement at Age 65 .

FIVE YEAR SUMMARY AT 1998

v
~
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AGE BASE OUTMT-  TENURE RECENT MID-CAREER RECENT NET RESULTIRG  AGE
COHORT ~ POPULATION GRANTS DENIALS RETIREES CHANGE  HIRES  CHANGE POPULATION  COHORT
70 PLUS 6. 0. 0. 6. 0." 0. -6. A 9. 70 PLUS
= 65 - 69 T2 0 0. 63. 0. 0. -63. AARAAARA 8. 65 - 69
. 2 ; AKAANAAA
60 - 64 11, 0 0. 32. 0. 0. -32. AAAAAARAAAAAAA 139. 60 - 64
) AARAAARAAARAAA
55 - 59 151, 0. 0. 12. 0. 2. -10. AAAAARAAAAARA 125, 55 - 59
AAAAARAAAAAAA
50 - 54 132. 2 0. 7 0. u. -5. AAAAAARRAAR 113, 50 - 5k
AARAAAAAARA
45 - 49 116, 3 0. i 0. 9. ' AAKAAARRAAA 105, uE - A9
AAAAAARAARA
40 - 44 106. 1. 0. 2 0. 22. 2. AARAAARAA 9h. 49 - Wk
N AMAAAARAA )
35 - 19 102, 12. 7. 1. 0. 29. -2 AARAAARAAAA i 3 -39
AMKAAMAALL
0 - 34 126. W, 2. i 0. T 30. AAAAARKAAARAAA 137 0 - 3
AAZAAAKAAARAAA
UNDER 30 7. 9. 0. ' 0 85. [y AARAAARA 85.  UNDER 30
AAAKARAR
TOTAL 1000. G 1060, TUTAL

164

ERIC

.
Aruitoxt provided by Eic: .
a5




s rigure 13c
Faculty ‘ge Projection: Normal Distribution Assuming Normal Retirement at Age 70

F1VE YEAR SUMMARY AT 1998

PUPULATION TABLE PUPULATLUN HISTUGRAM
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Figure 12d
Faculty Age Projection; Normal Distribution Assuming Normal Retirement at Age 65

FIVE YEAR SUMM' 1 AT 2008
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Faculty Age Projection: Normal Lustribution Assuming Normal Retirement at Age 70

FIVE YEAR SUMMARY AT 2008

0
0
0
0
c.
0
0
0
0

HIRES
c.

23.

30

13.
87.

0
0
2.
5
9

cHkNGE
1.
-36.
-9.
-6.
-2.

3.

POPILATION HISTCGRAM

ALAAAAAAAA
ASAAAAAAAA
AAAAAARAAL
AANAAARAAA
AAAAAAAAA
AASAAAAAA
AAALAAAAR
AAAAAAARA
AAAAAAR
AAAAAAA
AAAAAAAAA
AAAAAAAAA
AAAAAAAAAA
AAAAAAAAAA
AAAAAAAAAAAA
AAAAAAAAAAAA
AAAAAAAAAA? *AA
AAAAAAAAAAANAA
AAAAAAAAA
AAAAAARAA

RESULTING
POPULATION

100.
102.
93.
8s5.
4.
93.
102.
120.
14y,
87.
1000.

CoBORT
70 PLUS
65 - 69
60 - 64
55 - 59
50 - 54
us - 49
4o - by
35 - 39
30 - 38
UNDER 30
TOTAL




ComoRT
70 PLUS

'i 65 - 69
6C - 64
55 - 59
50 - 54
45 - ug
40 - 44
35 - 39
30 - 34
UNDER 30
TOTAL

O
ERIC

Aruitoxt provided by Eic:

BASE
POPULATION

10.
70.
89.
88.
104,
118.
126.
143.
161,
9t.
1000.

POPULATION TABLE

Flgure 12¢
Faculty Age Projection: Normal Distribution Assuming Normal Retlrement at Age 65

FIVE YEAR SUMMARY AT 2018

GRANTS DESEHEE RETIREES CRANGE KIRES
0. 0. 10. 0. 0.
G. 0. 61. 0. 0
0. 0. 26, 0. 0
0. 0. 7. 0. 2.
2 0. 6. 0. 5.
3. 0. 4. 0. g
7. 0. - 3. 2. 23.
2. 22, 2. 0. 29.
", 33. 2. 0. 72.
10. 0. 1. 0. 86.

CHREEE
~10.
-61.
-26.

-5.
-3.
3
12.
~T.
24.
75.
0.

POPULATION HISTOGRAM

RESULTING ﬁgx
POPULATION  COHORT
: 9. 70 PLUS
AAAAAA 63. 65 - 69
ARAAAA
AAAAAAAA 80. 60 - 64
AAAAAAAA
AAAAAAAAAA 99. 55 - 59
AARAAARAAR -
AAAAAAAAARA 115, 50 - 54
AAAAAAAAAAA
AARAAAAKAAAA 125. 45 . A9
AARAAAAAAAAA
AAMAAAAAAAAAA 130. 40 - 4
AAAARAAAAAAAA .
AAAAAAAAAAAAAA 142, 35 - 39
AAAAAAAAAAAAAA
AAAAAAAAAAAAAAA 152. 30 - 34
AAAAAARAAAAAAAA
AAAAAAAAA 86. UNDER 30
AMARAARA

1000. TOTAL

163




Figure 13e
Faculty Age Projection: Normal Distribution Assuming Normal Retirement & Age 70

FIVE YEAR SUMMARY AT 2018
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the reduction is 10%. During the next decade the reduction varies from

vear to year because a bimodal age distribution develops. Average five-

year redugtions during these years vary betwéen 14% and 22%. How- *
ever, by the thirtieth year the rates begin to converge, and by the thirty-

fifth year new-appointment rates are identical.

It is important to remember that these reductions are estimates
based on the assumption that all faculty members planning to retire at or
above age 60 would postpone their retirement five years. It is, however,
reasonable to assume that not all faculty members will retire at older ages
now that the mandatory retirement age has been raised, nor would all
who would postpone their retirements do so for a full five years. Thus,
we expect the reduction in openings for new employees would be less
than we have shown here.

Although the long-term impact of an increase in the average age at
retirement might be negligible, some institutions might not be able to
weather the trénsition, even if the reduction were only 10%. Indeed,
there may be serious near-term problems for specific institutions. Even if
the percentage of persons postponing their retirements were not as great \
as we assume here, some decline in the retirzment rate during the five to
ten years following the abolition of mandatory retirement would be
likely. This fact recommends the policy of inducing early retirements
during this transition period in order to offset the decrease in the retire-
ment rate brought about by postponed retirements. The extent of the
inducement should depend on local conditions, including the age struc-
ture of the faculty and the percentage of persons v.-ho plan to opt for a
later retirement age.

Possible Changes in the Model

The model is intended 10 describe changes in the distribution of
faculty members using rates and distributions describing academia in
general. For a specific institution, another model—one dealing with one-
year age groups, years-to-tenure rates, promotion rates, and other vari-
ables—would be more appropnate. Our model was developed to analyze
the results of different combinations of rates and to test the effect of
various policies on typical population distributions. Models requiring
institution-specific data have been developed, and any institution con-
sidering early-retirement options should analyze ;ts options with such a’
model. At least one model is available to interested organizations. The
University of Southern California Faculty Flow Model-—available from
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IMPLICATIONS

the Office of Institutional Studies, University of Southern California—
was developed by Dr. Paul Grey.” His model is based on individual cases,
as opposed to age-cohort distributions of faculty. Instead of using a
tenure-denial rate, it uses a probability distribution for the determination
of tenure and thus requires a record of tenure history. The model is ap-
plicable to schools with faculties of up to 250 persons.

A model developed by David S. P. Hopkins projects changes in the
age cohorts of the faculty using a Markov-chain process.® The model
reguires rates from historical data.

A linear programming model developed by R. G. Schroeder also
uses faculty age cohorts in making projections.” This model’s inputs
include student course deriand, which is reflected in the number of
faculty members annually needed to teach in that particular field.

Interested institutions should examine these models and adapt them
to their specific needs.

IMPLICATIONS

The analysis indicates that tenure-demal and outmigration are the
most sensitive rates. The others—mid-career change, death, retirement,
and the distributions among the cohorts for new hires and outmigra-
tion—should be thought of as ‘‘fine-tuning’’ in the effort to obtain a
particular faculty population distribution.

Adminisirators are reminded that although a model with properly
selected rates yields a particular population, other factors must be con-
sidered. For example, how can an institution realistically obtain a 20%
death and retirement rate in the 60-to0-64 age cohort? Since it cannot con-
trol the death rate, a system of incentives would have to be established to
make retirement an attractive alternative for almost 20% of that age co-
hort. This involves not only a policy change but financial planning. A
university cannot aiford to make a wrong decision concerning the cost of
such a policy. True, manipulating the rates can yield just about any
population distribution an institutfon desires, but whether these rates can
be obtained in practice is another question.

Since the tenure-denial rate is the most sensitive rate, an adm: vistra-
tor might conciude that by increasing the tenure demals he could bring
about a desired population distribution. However, when the tenure-de-
mial rate is increased to a high level, the population takes on a bimodal
distribution. Intuitively, this does not seem to be a desirable manpower
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distribution. An institution might not consider a high tenure-denial rate if
it also would discotrage faculty members from joining the university. Yet
going to the other extreme and choosing a low tenure-denial rate is not
the right approach either, for that would clearly reduce the number of
new appointments that couid be made.'®

In practice, too few faculty members are affected by a policy that
banks on high retirement rates. Even in instituticns where cost is no ob-
ject, it may be difficult to obtain high rates of retirement.

The mid-career change rate may work well for institutions that want
to reduce the number of faculty members approaching the near-retire-
ment-years. However, we were unable to locate any programs that induce
substantial mid-career change. Although manipulation of mid-career
change rates is possible in our model, in practice—even in an effective
program—it may be difficult to ob*1in the rates we used.

NOTES

1. David Palmer, ‘‘Basic Age Distributions by Field by Type of Institution,”’
mimeo. (Storrs, Conn.: University of Connecticut, School of Business
Administration, 20 October, 1976). The Carnegie Council age distributrons
were drawn from the Carnegie survey data tape by Mark Aarens of the Uni-
versity of Califorma Survey Research Center.

2. The Carnegie survey classifies institutions by both type and quahty. The
institutions sampled are classified first by the degree they award, thereby
distingwishing among universities, four-year colleges, and jumor colleges
Then the universities and four-year colleges are assigned to quality cate-
gones determined by the characteristics and qualifications of students and
faculty and by instututional resources. See Martin A Trow, Technical
Report: Carnegie Commussion National Survey of Higher Education
(Berkeley: Carnegie Commission on Higher Education, 1972).

3. Frank J. Atelsek and Irene L Gomberg, Young Doctorate Facuity in
Selected Science and Engineering Departments. 1975 to 1980 (Washington,
D.C.:- American Counci) on Education, 1976).

4. Robert K Foertsch developed the faculty flow model and wrote the first
draft of this section of the chapter.

$. Paul Grey, “‘College and Umversity Planning Models,”” mimeo. (Los
Angeles: Umversity of Southern Califorma, Office of Institutional Studues,
January 1976); Dawid S. P. Hopkins, “‘Faculty Early Returement Pro-
grams,”’ Operations Research 22, no. 3 (1974): 455-467; David S P
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gramming,”’ Operations Research 22 (July/August 1974): 700-710.

6. Allan M. Cartter and John M. McDowell, *‘Projected Market and Institu-
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and Albert H. Bowker, Berkeley in a Steady State, mimeo. (Berkeley: Uni-
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i0. Dawvid Katz has developed and will make available on request, a modet
which can be used to project the tenure ratio when faculty size is constant.
Two difference equations are used to project the tenure ratio under various
assumptions of positive or negative growth, retirements and resignations,
promotions and new hires. See David A. Katz, ‘‘Tenure Ratios under Con-
ditions of Positive or Negative Faculty Growth,”’ AAUP Bulletin 63, no. 4
(November 1977): 301-303.
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Legal Questions
Concerning Early
. Retirement’

In recent years federal legislation and court decisions have modified
retirement plans and practices. Because of, and in spite of, these
influences, ambiguity surrounds the legal issues in the retirement of

" college and university faculty members. Public and private institutions
are affected differently by the legislation, and the number of questions
that remain unanswered warrants caution in making assumptions about
the applicability of specific provisions of the law to particular programs
and institutions. Nevertheless, several issues about the funding of pen-
sion programs and questions about possible discrimination should be
recognized by institutions considering induced early-retirement options.

are specified.
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FUNDING REQUIREMENTS AND TAX IMPLICATIONS

The Employee Retirement Income Security Act of 1974 (ERISA)
was passed to protect the pension rights of employees.? Generally,
ERISA places a number of statutory controls on all present and future
private pension plans Employees are guaranteed accrued benefits after a
minimum number of years of participation. The law requires that the
plans be adequately funded to pay the berc.ts, that the pu.sion funds be
prudently managed, and that certain plan benefits be insured. Other pro-
visions place ceilings on contributions to certain plans and on benefits
from other plans. Requirements for reporting to government agencies
and for disclosure of information to plan participants and beneficiaries
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Most private employee retirement plans are regulated by the provi-
sions of ERISA. Supplemental plans for individual employees are not. it
is this latter category in which we are primarily interested, since supple-
mental plans may be used to n 1ke early retirement more attractive '
certain employees. To understand the implications of these plans, it is
necessary to consider how pension plans are generally affected by the tax
laws.

Qualified Pension Plans. Pension plans that meet Internal
Revenue Service requirements as to non-discrimination and funding are
known as ‘‘quahfied”’ plans because they qualify for certain tax
advantages which accrue to exnployers and employees.

The amounts contributed by an employer to a qualified pension or
other defcrred compensation plan are deductible on the employer’s
income tax return for that year. Of course the employer receives deduc-
tions for other types of compensation paid to employees as ordinary and
necessary business expenses. With a qualified plan, the employer receive;
the deduction for contributing funds to the plan even though the
employees receive no benefits from the plan that year. Thus, the
employer may accumulate deferred compensation for employees and at
the same time suffer no current tax disadvantage

The employees under a qualified plan are taxed only when they actu-
ally receive their benefit payments or when the funds are made available
to them. If received upon retirement or termination of employment, a
large amount may be taxahie not at current income tax rates but at the
lower long-term capital-gains rates. That portion not ehgible for capital-
gains treatment may qualify for ten-year forward income-averaging.

At death, the amount in an employee’s account attributable to
employer contributions can pass to a beneficiary (other than an estate)
free of estate tax. And the first $5,000 of the death benefit from a
deceased employee’s account (attributabie to employer contributions)
can go to his beneficiary free of income tax. Of course, the employee
recovers his contributions tax-free. Furthermore, an employee with a
vested interest in a qualified plan usually need not pay ary gift tax when
he irtevocably designates a beneficiary to receive payments at his death.
This tax break is restricted to the survivorship interest attributible to
employer contributions.

The basic requirements for pension plan qualification were generally
increased by ERISA. To qualify, the terms of the plan must be set forth
in writing, and the plan must be intended as permanent and continuing.
The assets of the plan must be kept Separate from those of the plan

™,
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sponsor (employer or employee organization) so that the plan is operated
for the ex<lusive benefit of the participants and beneficiaries. The plan
must benefit employees in general and not merely a limited number of
favored employees; a qualified pension plan may not discriminate in
favor of officers, shareholders, and highly compensated employees as to
coverage, contributions, or benefits.

Nongqualified Pension Plans. Most pension plans that do not meet
IRS requirements for qualified plans were also affected by the passage of
ERISA. [n contrast to Title I, which amends the Internal Revenue Code
of 1954 relating primarily to qualied pension plans, Title I applies to
most employec pension and welfare-beaefit plans, whether qualified or
not.’ Title I, known as *“‘the Labor regulatory provisions,”” is concerned
with the protection of employee benefit rights. It covers participation,
vesting, funding, reporting and disclosure, fiduciary responsibility, and
enforcement of rights. In many respects, these provisions are essentially
the same as the IRS requirements for pension plan qualificdtion. How-
ever, the Labor Department has provided little guidance on coverage of
nonqualified plans under ERISA.

Awerfiployer gets no deduction for a contribution to a nonqualified
plan until the employee includes that contribution in his gross income.
Generally, the employee need not report the income on his tax return
until his right to the money is nonforfeitable. The benefits will be deemed
forfeitable if the employez must continue on the job to receive them.

An employer might provide benefits to certain employees through
an excess-benefit plan. ERISA Sec 3(36) defines this arrangement as a
plan maintained by an employer sclely for the purpose of providing
benefits for certain employees in excess of limitations imposed by Section
415 of the Internal Revenue Code, regardless of whether the plan is
funded.* Funded cxcess-benefit plans (those in which funds are placed in
trust or out of reach of the employer) are subject to ERISA, but they are
rare. Unfunded excess-benefit plans (those in which benefits are paid
from the general assets of the employer) are exc'uded from ERISA cove-
rage on the grounds that employees who benefit from such plans need
little, if any, protection by the law. Since the plans are unfunded, there
are few fiduciary problems.

On many occasions a nonqualified, funded, excess-benefits plan
mght fit in with an employer’s policies. The employe: is able to pick and
choose among the benefit levels and employees who will benefit; he can
supplement the benefits of a qualifizd plan for handpicked employces; he
need not treat all employees alike, always keeping in mind that only
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employees may benefit. Nonqualified arrangements can be made particu-
larly attractive if the employer is willing to defer his tax deductions until
the employee receives benefits from the plan.

As an alternative to establishing a trust, an employer may finance a
funded excess-benefits plan by buying an insurance contract to assure
that the payment will be made. The proceed< are paid to the employer,
not the employee, and the employer does not receive a deduction when
the premiums are paid. However, the proceeds are noniaxable when
received, and the employer is able to deduct the amount paid out to the
emp.-vee. The payments are, of course, taxable to the employee when he
receives them.

Annuity Plans for Tax-Exempt Institunions. Qualification or
nonqualification of pension plans becomes less imnortant for many
colleges and universities that are tax-exempt under Section 501(c)(3) of
the Internal Revenue Code. Under Section 403(b) of the Code,
employees of tax-exempt educational institutions may exclude from their
current gross income amounts paid by their employer into a custodial
account or toward the purchase of an annuity. The employees’ rights
must be nonforfeitable, and the annuity must not be subject to the provi-
sions of Section 403(a) of the Code relating to qualified annuity plans.
Previous law required the purchase of an annuity co:tract from an insur-
ance company. However, ERISA permits contributions to be held in a
custodial account and invested in the stock of regulated investment com-
panies (such as mutual funds).

The vyearly contributions wmch may be excluded from the
employee’s gross income must not exceed his ‘‘exclusion allowance.”
This allowance is equal to 20% of the employee’s includable annual com-
pensation, multiplied by his years of service, and reduced by the amounts
contributed by the employer in previous years. However, ERISA added
Section 415 to the Internal Revenue Code which sets some overall limits
on contributions and benefits for qualified plans but provides relief for
Section 403(b) plans with three alternate ‘‘catch-up’’ provisions. These
arrangements allow higher contributions in later years to make up f.
lower contributions in earlier years of employment. Contributions to a
Section 403(b) annuity above the exclusion allowarre or the alternative
“‘catch-up’’ provisions reduce the exclusion allowance and force the

- employee to include the excess in his gross income. The excess contribu-

tion to a Section 403(b) custodial account is subject to a 6% tax on over-

funding until it is eliminated. N

§
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RETIREMENT PLANQ\NO’[ COVERED BY ERISA

Two categories of employee benefit plans exempted from ERISA
coverage are ‘‘governmental!’ plans and unfunded “exc'ess-benefit"
plans. Various other lump%um and annuity arrangements used to
supplement early-retiremént income are also not covered by ERISA.

Governmental Plans. Plans established or maintained for
employees by the federal government, the government of any state or
political subdivision, or any agency or instrumentality of either are
exempt from the provisions of ERISA. Thus, at present, any government
educational institution is free of ERISA regulation of its employee bene-
fit plans. Note, however, that pressure exists to make public employee
retirement systems subject to federal regulation. Some public employee
retirement systems have been qualified (or considered qualified) by IRS
in order to provide tax advantages to employee participants. For exam-
ple, the IRS treats the civil service retirement system as a tax-exempt trust
which is part of a qualified pension plan.

Unfunded Excess-Benefit Plans. The question of whether an
ex:ess-benefit plan is funded involves a number of factors, the most
important of which is whether employees under the plan have preferred
status. If benefits are guaranteed or if an employee has a direct interest in
an annuity or insurance contract, the plan might be considered funded
and subject to ERISA.

Nevertheless, many unfunded excess-benefit plans exist without
regulation by ERISA or by agencies administering ERISA. Typically, an
employer agrees to pay out of current general funds the difference
between a pension benefit from early or normal retirement (plus, some-
times, social security) and some stated benefit objective. The payments
become taxable income to the retiree when he receives them. It would
seem that unfunded excess-benefit plans might be used to providé addi-
tional pension payments to persons who retire early. An institution
should retain both financial and legal counsel when designing such a
scheme.

Supplemental Plans. Considerable imagination has been shown in
the developiient of supplemental retirement income plans in colleges and
universities. Methods to achieve benefits and other objectives have
varied considerably. The tailoring of supplemental plans to individual
and unique institutional needs has made consideraticn of ERISA cover-
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age on these plans very complicated Two such supplemental plans
include gratuitous payments and severance pay plans

Gratuitous Payments to Pre-ERISA Renrees. Pr.or to the enact-
ment of ERISA on September 2, 1974, manv employers supplemented
the income of retired employees by voluntarily making extra payments to
them. Generally, these payments were made to counter the effect of
inflation ¢ - fixed pensions. Under Departine t of Labor regulations,”
such payments do not constrtute a pension plan and are therefore exempt
frem ERISA regulationsif.

' payments are made out of the gener i1~ L5 of the employer,

2 they are made only to employees who were separated frem the ser-
vice of the employer prior to September 2, 1974,

the payments commenced prior to September 2, 1974, and

4. =ach former emplovee receiving the payments 1s notified annual’
that the payinients are zratuitous and do not constitute a per on
plan.

Recently the I abor Department revised tts regulations so as to per
mit such payments to persons who retired prior to 1977 The payments
must not be part of an employee benefit plan, must ot have been com-
municated to employees prnior to their retirement, and may not be
granted tor more than one year at a ume,

Severance Pav Plans  In Apnl, 1976, the Departmr nt of I abor
announced revised regulations expanding the defimtion of sevemn 2 0o
plans to include payments made upon scparation from «mplovment
which do not excciu two years final annus!l _ompensation or extend for
more than twelve months beyond retirement The payments must come
from the emnlover’s general assets and be adenafied as severance pay
rather than as 2 pension

LEGAL ASPECTS OF AGE DISCRIMINATION

Age scrimination suits may be brought under either the Age Dis-
criminatic . in Einpleyment Act of 1967 (Public Law 90-202) or the con-
stitutional gudrantees of due process and ecual protection. The Age Dis-
comination in fmployment Act (ADEA) pr hbits virtually any form ot
discrimination because of age in hiring, dischar,~ compensation, term»
and condi ons of employment. employmeat referral, or advertising.
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Under the ‘‘due proces,’’ and “‘equal protection’ clauses of the Four-
teenth: Amendment to the Constitution and the ‘‘due process’’ ¢ .use of
the Fifth Amendment, employees are provided some protection against
involuntary retirement. The Age Discrimination la.s appears to be the
more promising of the two courses for persons charging an empioyer
with discnminatory retirement practices.

THE AGE DISCRIMINA JAON IN EMPLOYMENT ACT

In general, a person alleging noncompliance with the ADEA need
only show a *‘pattern’” of age discrimination to shift the burden of proof
to the employer, who 1s then required to justify the use of age as a valid
indicator of job qualification. The act originally covered persons aged 40
to 65, but in 1978 Congress passed amendments that raised the cut-off
age to 70. Under an exception, the amendments permit mandatory retire-
ment of tenured college and university professors at age 65 until July 1,
1982. The law covers state and local governments, government agencies,
employers of twenty or more persons 2ngaged in commerce, employmenrt
agencies, and labor orgamzat.ons. The Secretary of [ abor 1s authorized
to conduct mvestigations, issue rules and regulations, and bring ~ourt
action when voluntary comphance cannot be obtained.

The raising of the mandatory retirement age from 65 to 70 wiil
undoubtediy raise questions about the conditions under which persons
may be retired prior to age 70 When the mandatory age was 65, the
o irts decided a number of cases dealing with the involuntary retuement
of persons before the mandatory age. These cases are instructive since
they 1llustrate the catficulty the courts have had 'n determuning the condi-
tions under which an involuntary 1ctiiement 15 considered allegal, and
they encouraged Congress to amend the subsection of the act dealing
with involuntary retirement under the terms of a bona fide seniorit sys-
tem or benefit plan.

A case brought under the Aee Discnmination in Employment Act
usually alleges a discretionary pattery which, it accepted by the court,
requires the defendant-employer to justify the practice at issue hy
demonstrating that it is not prejudicial. For exam»le, in the case of
Schulz v. Hickok, a 56-year vid district sales manager was one of seven
managers discharge. by Hickok during an eighteen-month penod.*
Duning this period, the average age of the district sales managers declined
from 53 to 40. Hickok contended that it was attempting to revitahze its
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management force and that the sales manager was only an average pro-
ducer. The court held that a prima facie case (one that can be overcoine
only by contrary evidence) had been established. The sales manager was
awarded damrges and reinstated.

In Wilson v. Kraftco Corp., the fact that a 62-year-old employee
who was not incompetent had been replaced by one aged 50 was enough
to establish a prima facie case.” The court found that a prima facie case is
estahlished when the plaintiff shows:

1. membership within the p.otected ciass,

2. anvoluntary retireinent,

3. apparently satisfactory job performance, and
4

replacement by a younger person.

In 1975, one appellate court held that an employee may recover
damages even 1f age is oniy one of several fac.or< involved in his dis-
charge.® However, in Mastie v. Great Lakes Steel Corporatica, a federal
district ~ourt decided that age bias, unhke race or vx discrininauou,
requires proof that age was the determimng factor i the employer’s
action, not simply one of many factors.®

In the latter case, the employer had found it neces<ary to reduce his
work force and, therefore, induced two foremen tn their late fifties to
retire early. The foremen claimed age discrimination and contended that
the employer saved money by discharging them instead of younger
workers who earned less 1n salary and pension benefits. The court said,
“‘Both the legislative history and the Department of Lebor regulations
tend to support the propcsition that higher labor costs associated with
the employment of older employees constitute ‘rea,onable factors other
than age’ than an employer can consider when faced with possible ter-
mination of an olucr employee ™'

The necessity to reduce fabor costs, however, may not justify early
involuntary retirecment of an employer's oldest worker(s) unless age 1s
shown to be a bona fide occupational gualificanon In Houghton .
McDonnell, the U.S. Supreme Court recently let stand the appellate
court ruling to rhat effect.'®

In that case, the chief production test pilot for McDonnell Douglas
was discharged when the company decided to reduce its number of test
ptlots. McDonnell admitted that age was the sole determinant in its deci-
sion to let Houghton go first. Houghton, then 52, was the oldest of the
company’s test pilots. The dsstrict court agreed with the company’s claim

O
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that age is a bona fide occupational qualification for test pilots. But the
appeals court reversed the decision, saying that since the company
admitted that it let Houghton go only because of his age, the burden was
on the company to prove that age was a bona fide occupational qualifica-
tion for test pilots. Section 4(f)(1) of the Age Discrimination in Employ-
ment Act says that an employer wnay discriminate if he proves that age 1s

a real test of a worker’s ability to perform the job.

The company contended th aging traits in the general population
wou'd affect the performance of test pilots. Houghton, however, pre-
sented evidence that test pilots age differemiy than the general popnla-

. tion and, in fact, their performance improves with age. The couttsthere-
fore, ruled that the company failed io prove that age was 2 bona fide
occupational qualificaticn.*’

It is clear that an employer cannot discharge an employee sinply
because of his age. Pursuant to a consent decree between the Department
of Labor and the Siandard Oil Company of California, a subsidiary of
Standard Oil paid approximately $2,000,000 to one hundred sixty former
employees who were discharged simply because of their age,”* In another
case, the heirs of an Exxon Research and Engineering Company chemust
found by a federa] district court 1o have been forceably retired at 60 were
granted a cash settlement.'’ In another court case, the Labor Department
15 seeking payments for three hundred employees of the Baltimore and
Ohio Railroad and the Chesapeake and Ohio Railway who were forced
toretire before age 65.'*

These cases notwithstanding, an exceprion in the act permuts differ-
eniiation based on ‘‘reasonable factors other than age,’” as in the Mastie
case above. William Hamblin suggests that an empioyer may be able to
overcome an initial statistical suggestion of dicrimination if ne 1s able to
substantiate the existence and use of objective evaluative criteria.’* In
educational nstitutions, as in other organizations, higher salanes are
general!, paid to older, more experienced, persons. However, it would
seem prudent not to rely solely on the proposition that higher labor costs
constitute reasonable factors other than age; objective evaluative critenia
should be used. But, as a further caveat, fambolin cauticns that ‘if an
educational mstitution should suddenly tighten up its standards, and it
can be shon that one impc rtant factor was financial (as related to years
of service), then a faculty member who is being dismissed and who 15
within the age range covered by the act may be able to successfully allege
a violation constituting age discrimination.””'* Harrblin's warning takes
on added strength in light of the McDonnelt Douglas test pilot case

o I52
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Until the 1978 amendment of the ADEA, Section 4 (f) (2) of the act
provided for differentiation in order to observe the terms of a bon. fide
seniority system or benefit .lan. An interpretive regulation of the
Department of Labor seemed to authorize involuntary early retirement
regardless of age if the retirement is pursuant to an acceptable overall
plan. Many courts have found involuntary retirement programs unaccep-
table for other reasons. But in 1976 the federal district court for Hawaii
tu.~ the position that the Hawaiian Telephone Company could force
employees to retire early because such action was part of the terms of a
bona fide retirement plan that would provide involuntary retirees with
“‘substantial benefits.”’

The conrt cited the exception 1n the Act which then provided that it
is not unlawful for an employer to observe the terms of any bona fide
employee benefit plan that is not a subterfuge to evade the purposes of
the law. The court rejected the telephone company's reliance on Brennan
v. Taft Broadcasting Co., a 1974 decision in which the Fifth Circuit
Court of Appeals held that any bona fide plan in effect prior to the Age
Discrimination in Employment Act was automatically not a ‘“‘subter-
fuge.’”'” The District Court for Hawaii said all bona fide plars in effect
prior to the Act were not automatically ‘‘grandfathered.”” The court
decided that the word ‘‘subterfuge’’ as used in the Act is applicable only
if the employcr “‘uses a retirement plan as a subterfuge to retire an
employee without the payment of substantal benefits.”” The court con-
cluded that the $120,000 received by the eight reurees in the short time
between reurement and the court action constituted substantial bene-
fits

A similar arguinient was made the following year by the Third Cir-
cut Court of Appeals. In Zinger v. Blanchette the court distinguished
between discharge and mandatory retirement on a pension, holding that
there was no statutory prohibition against retirement on a pension, and
that if the retirement befiefits were substantial, the involuntary retire-
ment would not be a subterfuge to evade the purposes of the act.”*

In a comparable case, an employee was retired at age 60 from
United Airlines McMann voluntarily joined United Airline's retirement
plan in 1964. It required retirement at age 60. The District Court granted
a mouon for summary judgment, agreeing with United that McMann
was retired in compliance with the provisions of a bona fide retirement
plan which he oluntanly joined. The Fourth Circuit Court of Appeals
reversed this ruling, arguing that the manc.tory retirement-at-60 provi-
sion fell within the meaning of “‘subterfuge’ n the Age Discrimnation
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Act. The court held that Section 4(f) (2) did not permit mandatory retire-
ment pursuant to the terms of a pension plan. To rule otherwise, said the
court, would undermine the intent of Congress because Section 4(f) (2)
was intended to encourage the employment of older workers by not
requiring employers to provide them the same pension benefits as pro-
vided to other workers.?® The court remanded the case to the District
Cour to provide United the opportunity to show other valid defenses for
its action.

United sought review by the Supreme Court, which ruled that since
the retirement plan predated the Age Discrimination Act, it was not a
subterfuge. However, in both a concurring and a dissenting opinion, the
fact that the retirement plan was adopted prior to the Age Discrimination
Act was questioned. Justice White held that McMann’s retirement was
valid not because the retirement plan predated the act but b=cause the act
does not prohibit involuntary retiicments pursuant to dona fide plans.
Justices Marshall and Brennan argued that the court gave ‘‘an unduly
narrow interpretation to a congressional enactment designed to remedy
arbitrary discrimination in the workplace.”” The justices argued further
that the ADEA amendments, thea pendirg final passage, wouid provide
that involuntary retirement not be permitted under any employee benefit
plan. 3

The conflicting interpretations of Section 4(f) (2) led Congress to
rewrite that section as part of the 1978 ADEA amendments. The Senate
Humzn Resources Committee’s report on the ADEA amendments bill
argued that raising tiie act’s upper age limit would be meaningless if
employees were still subject ‘o mandatory retirement because of pro-
visions contained 1n collectiv. bargaining agreements or employee bene-
fit plars. The committee stated it believed that th.c Fourth Circuit Court
had reached the proper conclusion in McMann and the amendment to
Section 4(f) (2) would serve tc express Congressional approval of the
Court’s results.?'

The intent of the ADEA amendments is to prohibit the involuntary
retirement of employees merely on the basis of age. This should not be
read to imply that all involuntary retirements are prohibited. As noted
above, Section 4(f) (1) permits involuntary retirement where age is a
bona fide occupational qualification, and Section 4(f) (3) permits the dis-
charging of an employee for good reason. Furthermore, Section 12(c) (I}
permits compulsory retirement of an employee aged 65 or above who is
employed in a bona fide executive or high policy making position, if that
person has occupied that position for at least two years before being
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involuntarily retired and if he is entitled to an immediate annual retire-
mert benefit of at least $27,000.

The ADEA amendments appear to resolve, at least temporarily,
quesiions about the conditions under which an employee may be
involuntagaly retired. However, the act requires the Secretary of Labor to
conduct a study of the effects of the amendments, and to prepare reports
on the impact of raising the mandatory age to 70, the feasibility of
eliminating the mandatory age or raising it above 70, the effect of the
exemption relating to certain executive employees and the effect of the
exemption for tenured teaching personnel.

It may be possible for universities and colleges to provide imagina-
tive benefit programs which will encourage employees to voluntarily
retire early. However, voluntary early retirement tied to increased bene-
fits js not addressed in the ADEA and has not been brought before the -
courts. It would seem p:rudent for an institution to obtain legal counsel
before offering an employee an increased-benefits early retirement.

CONSTITUTIONAL GUARANTEES

In addition to the Age Discrimination in Employment Act, the
“Courts have afforded some protection against involuntary retirement by
applying the ‘‘due process”’ and ‘‘equal protection'’ :lauses of the Four-
teenth Amendment and the ‘‘due process” clause of the Fifth Amend-
ment to the Constitution.

In order to invoke these guarantees, the complainant must show that
some governmental action is involved. Obviously, faculty members of
state educational institutions could show state action. Faculty members
at private educational institutions would need to show some public ser-
vice, such as performance of studies under government grants or the pro-
vision of certa;n training which the state might otherwise be requir >
provide, in order to assert a cause of action under the amendments. in
the 1974 case of Roberts v. Catholic University of America, the United
States District Court for the Di.trict of Columbia found a profess>r who
was forced to retire at 65 unable to maintzin an action for breach cf con-
tract against the employer university. There was insufficient federal
government involvement in thé'ﬁperation of the university to proviae the
professor with the basis to ciaim rights provided by the Constitution.?
The court relied on an earlier ruling that there must be an influence on
policy or uecision making, rather than financial or tax aid, to constitute
governmental invotvement.

=
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CONSTITUTIONAL GUARANTEES

Most of the cases stressing a due process argument are based on the
alleged unconstitutionality of an ‘‘irrebuttable presumption” that
employees are incapable of working productively beyond a certain man-
datory retirement age. There is some support for the thesis that age dis-
crimination in employment involves a ‘‘fundamental” right. But the
Supreme Court has thus far avoided considering the substantive issues
involved in mandatory retirement laws and provisions.

Equal protection arguments reta‘ing to age discrimination may be
heard if the court decides that age should be designated as a ‘‘suspect
class.”” This term has been used to describe classifications such as race
and national origin which are considered inherently suspect for discri-
minatory purposes.?’ If the Court does designatc ape as ‘‘suspect class,””
it will apply a “'strict scrutiny®’ test of the challenged law or regulation to
determine whether there has been a violation of the equal protection
clause. The legislative or regulatory matter under scrutiny would have to
withstand a ‘‘compelling state interest’’ characteristic (e.g., involving
public health or safety as opposed to economic or administrative consid-
erations) in order to be sustained. If the Court does not designate age as
“*suspect,”” the test of discnmination reverts to examination ot whether
the law or regulation has a ‘rational basis.”’ The ‘‘rational basis’’ test
essentially means that the Court notes whether the purposes cf the legis-
lative or regulatory matter are legitimate and whether the means to
achieve them are reasonably related to the ends being sought.

In mid-1976, the Supreme Court upheld the validity of a
Massachusetts statute requiring retirement of uniformed state police
orficers at age 50. In Massachusetts Board of Retirement et al. v.
Murgia, 1t stated that the statute does ndt violate the equal protection
clause of the Constitution. The Court found no need to subject the
statute to strict scrutiny because governmental employment is not a fun-
dainental right and age is not 4 suspect class. The Court applied the
“‘rational basis”’ test and found the statute rationally related to
Massachusetts® objective of protecting the public by assuring the physi-
cal preparedness of its state police force.**

Two other cases involving public employees resulted in rulings
favoring mandatory retirement. In Weisbrod v. Lynn, an attorney with a
federal agency asked the court to invahdate federal regula.ions requiring
him to retire at age 70.%° Although he was physically capable of carrying
out his job and his performance was above average, his mandatory
retirement was upheld. In another case, a Louisiana s.atute reguiring
civil-service employees to retire at 65 was upheld.?® In these cases, as well
as in the Murgia case, the Supreme Court held that the government agen-
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cies had a rational basis for enforcing retirement at the specified age
because the ages were fairly and substantially relcted to maintaining an
effective work force and providing for the promotion of younger
employees.

Closer to the topic of this book, in early 1976 the Hawaiian Supreme
Court found the University of Hawaii’s retirement policy unconstitu-
tional when subjected to a *‘strict scrutiny’’ test. A college professor was
hired by a branch of the university when he was 55, obtained tenure after
taree years, and in 1972 was denied continued employment on reaching
age 65. The retirement policy adopted by the Board of Regents permitted
a person over 65 to continue appointment on the faculty if “it is demon-
strated that his services are needed by the umiversity and that he is more
competent for the position than any other person available.”” Such
appointments were renewable annually but not beyond age 70. The pro-
fessor was recommended by his department colleagues for continued
employment after they screened forty-five applicants and found him
more competent. But the chancellor denied the reappointment on the
basis that a replacement was available.

The professor sued, and the district court found that, although age
ceilings for retirement are not prohibited per se under equal protection
analysis, the mandatory retir-ment policy in question could not with-
stand strict judicial scrutiny in light of the “‘fundamental right to public
employment.’’ The court noted the similanty to Massachusetts Board of
Retirement v. Murgia, which was then pending Supreme Court yeview,
but found the professor’s case easier to decide since the Hawaiian legisla-
ture (in the context of employment) had declared age to be a suspect
class. The court rejected the university’s arguments that the reappoint-
ment procedure was a proper means of preserving the state’s funds by
paying lower salanes to younger, less experienced persons, and that 1t
was a means of building morale among the younger faculty members.
The court said the ‘‘inevitable relationship’’ between age and the ability
to perform work di-* ot justify the university’s action.?’

More recently, a t-.__her in Illinois claimed that mandatory retire-
ment at age 65 violated his constitutional right not to be discriminated
against. The Seventh Court of Appeals ruled that lllinois must prove
there is a ‘‘rational basis’’ for its law requiring the retirement of teachers
at age 65.” The Court said that no evidence had been presented to show
that forcing teachers to retire at age 65 accomplishes any legitimate pur-
pose. The case was sent back to the district court to give the state the
opportunity to prove that its regulation is necessary. The outcome of this
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case will undoubtedly be affected by the boosting of the mandatory
retirement age to 70.

The state of e law, as must be obvious by now, is applicable to a
wide variety of situations. The ADEA amendments have resolved some
of the issues surrounding the involuntary retirement of employees, but
new issues are certain to arise. There is already pressure to raise the
mandatory age even higher or eliminate it entirely, and the exemptions
for certain business executives and the temporary exemption for tenured
teachers are being questioned.

By delaying the application of the amendments to tenured teachers
until 1982, Congress recognized the current manpower problem in
colleges and universities. These four years will give universities time to
prepare for the higher mandatory retirement age. However, the long run
need is to develop objective measures to evaluate t+. pe:formance of
professo-s since chronological age is not a sufficient measure of abiiity
and effectiveness.

Whether increased-benefits early retirement options will be
challenged as violating the ADEA or the “‘due process’’ and ‘‘equal pro-
tection’’ amendments to the Constitution is uncertain. This would
depend, 1t seems, upon whether these types of retirements are seen as
truly voluntary. In the situations we examined, apparently professors are
not veing forced to accept increased-benefits early retirement, although
several reported feeling that they had few alternatives, especially those
who had lost interest in teaching or feit that their performance had
declined.

Little more can be said than that educational institutions must exer-
cise extreme.care in designing and offering increased-benc fits early retire-
ment. It goes without saying that an institution considering the adoption
of such an cption should obtain legal covnsel and attend to change., 1n
the Age Discrimination in Employment Act.

NOTES

1 The initial draft of this chapter was written by Robert I ake Susan E Rees
updated the survey of cases axd suggested modifications in the text.

2. The Employez Retirement Income Secunty Act defines the terms
“employee pension benefit slan’’ and *‘pension plan’’ to mean ‘‘any plan,
tund or program established or maintained by an employer or by an
employee organization, or by both, to the extent thai by its express terms or
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as a result of surrounding circumstances such plan, fund, or pro-
gram . . providcs retirement income to employees or results 1n a deferral
of income by employees for periods extending to the terpination of
employment or beyond, regardless of the method of calculating the benefits
under the plan or the method of distributing benefits from the plan.”’
ERISA Sec. 3(2). -

3. This applies to plans established or maintained by employers engaged 1n
inter _tate commerce and by employee organizations representing employees
engaged in interstate commerce. ERISA Sec. 3(11).

4, A planis funded if funds have been placed in trust or otherwisc put beyond
the reach of the employer in order to assure that the means to pay accrued
benefits will be available A plan is unfunded \f no funds are put aside to
pay obligations made to prospective beneficiaries. It is understood that
payments to be made will be funded when they fall due.

5. Regulation 29 CFR Section 2510.3-2(c), (Federal Register, 15 August 1975,
vol. 40, no. 159;.

Schulz v. Hict ok, 358 F. Supp. 1208 (N D C. 1973)
Wilson v. Kraftco Corp., 501 F. 2284 (5th Cir 1974)
*

Laugeson v. Anaconda Co , S10F. 2d 307 (6th Cir 1975)
Maisie, et al. v Great Lakes Steel Corp., U.S D E Mich., No 38681, 20
December 1976.

10 U5, Sup. Ct,No 77-309. 28 November 1977

11. Houguton v McDonnell Douglas Corp., 553 v 2d $16 (83th Cir., 20 April

1977)

12 US.D.L.74-248, 16 May 1974

13 Rogers v. Exxon Research and Engineering Co, S50 F 2d 834 (3rd Cir |
N 20 January 1977)

*
id. ). Roger O'Meara, Renrement Reward or Rejection”? (New York. The
Conferen Board, 1977),p 32

15 Wilham H. Hambhn, ‘“Mandatory Retirement and Dismissal in Insti-
tutions of Higher Education—1 egal Considerations Related to Age Dis-
cnmination,”” mumeo  (Los Angeles. University of Southern California,
Office of Institutional Studies, 1976), p. 6

o o~ s

16 Hamblin, ‘“Mandatory Retirement and Disrmssal,”’ p 9
17 Brennanv. Taft Broadcasung Co., 500 F.2d 212 (5th Cir , 1974)

18  Dunlop v Hawauar Telephone Co , 415 F Supp 380, U.S.D C., Hawau,
No 75-293, 23 june 1976
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THE PROMISE OF CAREER OPTIONS

Early retirement’s appeal has waxed and waned during the past few
years. At first, early retirement was billed as a way to save money at the
same time a faculty was revitalized with new, vigorous academics. In
practice, institutions found they saved little money because the retiring
person usually had to be replaced, and in some instances highly valued
faculty members left. When these problems were reported, some insti-
tutions decided not to implement increascu-benefits early retirement.
The forthcoming increase in the mandatory retirement age for academics
has caused a reconsideration of increased-benefits early retirement as a
way to offset the effect of postponed retirements. If changes in the
mandatory-retirement laws cause academics to delay retirement, there
will be a decrease in the number of positions for new faculty members in
the near-term. Increased-benefits early retirement might be used to
encourage a few people to retire rather than to stay on to accumulate
larger pensions. ’ )

Numerous institutions, both public and priwate, inside and outside
of academia, have recognized induced carly retirement as a way to
enccurage a few persons to retire early. These organizations have found
that by carefully setting benefit levels, by clearly stating the terms of the
early-retirement provisions, and by approaching employees in the right
way, there are advantages to an increased-benefits early-retirement plan.
This scheme alone has not dramatically changed the nature and con.-
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position of work forces or faculties, nor has it saved a great deal of
:.oney; but it has permitted a few important repiacements during tiines
when statfs were otherwise not increasing. At the same time, increased
benefits have made it possible for some individuals who wanted to retire
early (but who might not have had enough years of service for a decent
pension) to obtain the financial means to do so. In a few cases, even
when replacement employees were hired, the organizations saved money;
but almost unanimously these organizations point out that saving money
should not be the primary reason for adopting an incentive early-retire-
ment scheme. Rather, early retirement is of speciil relevance to the
organization wanting to make a few qualitative adjustments.

Mid-career change is another story. Few firms have programs to
fac-iitate mid-career change for employees with higher levels of educa-
tion and responsibility. Most retraining at these levels is directed at
highly-valued employees whom the firm wants to retain. There is a
generai reluctance to make additional investments in unproductive
employees who can be terminated, transferred, or encouraged to retire.
Institutional programs for faculty retraining are a recent development.
These, however, are not career change programs per se, since the
retrained faculty members generally continue within the same insti-
tutions or systems, though perhaps in different departments.

Although they are potentially useful for encouraging faculty turn-
over, early-retirenient and mid-career change programs are only two of
several tools which might be used for this purpose. As the faculty flow
model shows (and as the models used by others also depict), the early-
retirement rate has to be boosted quite high to make much of an impact
on a faculty in quantitative terins. Similariy, induced outmigration in the
middle-age groups has to be several percentage points per year to permit
extensive hiring of new employees. It is doubtful whether either the early-
retirement or the mid-career change rates can be increased enough in
practice.

Extensive turnover can be induced by reducing the rate at which
tenure is granted, but there is a practical limit to the percentage of young
faculty inembers who can be denied tenure. Although high tenure-denial
rates will cause high turnover (even when faculty size is held constant),
that turnover will be limited to the under-forty group. Furthermore,
excessively nigh tenure-denial rates will likely affect the labor supply
adversely. Eve. graduates who have the ability and drive to advance may
avoid entering academia if they see tenure-denial rates set to maximize
turnover.
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Before jumping on the early-retirement or mid-career change band-
wagon, institutions must be certain of their needs, the price they are will-
ing to pay for turnover, and how .changes in the early-retirement and
mid-career change rates will affect their faculty flow. Each institution
considering these options should examine its current faculty age com-
position by field, its tenure-granting rates, its outmigration rates, and the
other factors enumerated in chapter 5. Only then can it calculate the
effect of various mid-career and early-retirement options. An institution
may find that its staffing problems will be- ameliorated by the natural
aging of the faculty during the next five to ten years. Or it may fihd that
one of the options described in this book can be helpful and worth its
cost.

MID-CAREER CHANGE OPTIONS

The vast majority of professors who choose to leave academic life
for other careers do so individually, without the intervention of any for-
mal program. Little research has been conducted on the ways in which
institutions can intervene to encourage and facilitate the process. How-
ever, at least two formal routes to career change are now bejng used by
faculty members. They are internship and fellowship Progrjms, which
provide a ‘‘visiting’" experience in a ncw work setting, and retraining
programs for continued academic work in the same institution or state-
wide system, albeit in a differernt specialty or discipline.

INTERNSHIP AND FELLOWSHIP PROGRAMS

Professors on leaves of absence have many oppcrtunities (0 €xperi-
ment with new kinds of work in new settings. Though the programs that
supj ort these activities are seldom explicitly di;ected toward career
change, a suostantial minority of recipients are known to remain with the
organizations in which they were placed or to move to a similar organiza-
tion outside the academic world. Examples of sucl:i programs are the
Economic Policy Fellowships of the Brookings Institution and the
Congressional Science and Engineering Fellowship Program of the
American Association for the Advancement of Science. Since these pro-
grams are generally administered externally, colleges and universities
have liitle control over the selection of appropriate grantees.
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RETRAINING PROGRAMS ’

Retraining programs have emerged principally from the desire to
reduce or abolish selected academic programs while m&intaining commit-
ments to faculty members by retraiming them for work in fields which are
in demand. Although such programs exist only in a few institutions, they
are being planned or serigusly considered by others. Because the profes-
sor continues in the same institution or system, these are not precisely
career-change programs, but they do offer a college or university the
flexibility to reallocate resources.

The small number of retraining programs and the limited gumber of
participants who had completed these programs when this research was
conducted combined with the program’s relativg newness prevents a
detailed evaluation of their effectiveness. However, a number of points
raised during our investigation should be considered by institutions con-
templating such an option.

Nature of the Retraining Program. Care must be «aken to assure
that the level and scope of training will satisty the appointee’s new
responsibilities. In one institution, the receiving department retained a *
faculty member from the same discipline at a respected neighboring insti-
tution to help design its retraining program and to act as a mediator
between the retraining professor and the receiving department.

Level of Support. Existing programs provide full salary and bene-
fits to the retrainee, plus educational and incidental expenses. One insti-
tution places a formal maximum of $3,000 on the latter, but it has
exceeded this amount in special circumstances. In some cases, a replage;
ment faculty member (usually of the most junior level) is provided to the
originating department. Most of the instances of which we know concern
positions slated for retrenchment. The originating department thus has
less influence on the decisions than the receiving department.

Application and Decision Process. Proposals are submitted by the
prospective refrainee to a,screening committee. Sometimes there are
committees at both the institutional and system level. Applications are
often prompted by department chairmea and deans within the insti-
tution. The proposals are invariably preceded by or concurrent with
negotiations establishing with certainty the existence, level, and obliga-
tions of the position that the retrainee will hold in the receiving depart-
ment. :
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Selection and Placement Processes. These steps are sensitive to
both the institution and to the individual. Experience indicates that these
sensitivities are best recognized and dealt with when selection is handled
by institution-wide committees with broad faculty representation.

Placement is rarely a separate process. Generally, the only can-
didates selected for retraining are those for whom a new placement has
already been devised. Sometimes; however, details about joint appoint-
ments, courses to be tanght, seniority, etc., remain to be decided even
after the major decisions about retraining and placement have been
made.

_ Other Administrative Considerations In both of the statewide sys-
tems that we studied in detail, a person may join a departme‘nt only with
the consent of that department. This requirement necessitates some
mechanism for negotiating retrainee transfers. In one of these statewide
systems, tenure adheres to the individual within the institution and must
therefore adhere to his new departmental position. Seniority, however,
which is specified in the system’s collective bargaining agrcement,
adheres to the individual within his department only. In some instances,
the matter has been so difficult.to resolve that the retrained faculty mem-
ber has remained formally in.the cld department while serving either full-
or part-time in his new department. Each department has been com-
pensated for an appropriate portion of the professor’s salary.

An institution considering retraining programs must be sensitive to
complications arising out of its arrangements with faculty members and
faculty bargaining agents. It is also realistic to expect difficulties stem-
ming from the disciplinary and departmental modes of academic
organization which might resist individuals crossing these lines in mid-

«career. Support, on the othgrrhand, is likely to come from increased

acceptance of faculty development as a legitimat> activity of aca-

demics and of their institutions.

EARLY-RETIREMENT ALTERNATIVES

Because there has been widespread experience with incentive early-
retiremént options, the early-retitement schemes outlined earlier may bc
evaluated in more detail. They may be judged in relation to a set of <ri-
teria. Seven critcria derrved during the design stage of this research pro-

ject deserve attention. %\
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Funds Freed by the Alternative. Will there be sufficient funds
freed to hire replacement faculty members? For ..uw.. 'ong will these
funds be available?

The Employee-Replacement Rate. Another way to express the
amount of funds freed is to translate them into the number of new per-
sons Who could be hired with thefn. One option might free more funds
per early retiree, but another option might appeal to more employees and
thus frec more faculty positions.

Retirement Income and Annuity Level. From the perspective of
the potential early retiree, the level of the retirement annuity is perhaps
the most important criterion. The level of that income can be neasured
in two ways: (1) the early retirement annuity as a percentage of normal
retirement annuity, and (2) the early retirement annuity as a percentage
of prerctirement salary. Since some of the early-retirement options
include a part-time employment provision, retirement income and retire- .
ment anmuity income must be distinguished.

Administrative Feasibility. Administrative considerations include
the possible need for changes in pension legislation or basic personnel
policy before a scheme car. be implemented, the idenufication of the
source of funds to finance the plan, the delegation of authority to real-
locate released funds, and so on. Are the alternatives reasonabie when
the age structure aculty is considered? In some cases there may be
no age-struct . In other cases th: normial sequence of events
lcvels.

Lega! Feasibility. Any early-retirement plan must be designed with
an eye to possible legal difficulties. Will the proposed aliernative invite
charges of discrimination from persons who feel that they are being
forced to quit working because of age? Such suits could be brought
against an employer under .he Age Discrimination 1n Employment Act.
How do the alternatives stand in relation to ERISA laws and to Sections
403(b) and 415 of the Internal Revenue Code? Specifically, how may the
supplements be purchased and pald to the employee? What are the
potential tax problems?

Political Feasibility. Institutions considering early-retirement
alternatives must recognize their potential political difficulties. On the
one hand, employee unions and faculty associations may react against an
early-retirement provision if it appears to infringe on job security. Yet
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they may support early retirement as an employee benefit. Certain early-
retirement options might 1equire approval from external sources.

Market Feasibility. Options that include part-time employmeut
provisions must also be evaluated in terms of the labor 1narket’s ability
to absorb program participants. Although an early retiree may not plan

// to reemploy on a part-time basis, the pdtential availability of employ-
{ ment may influence his acceptance of early reiirement.

Meeting the Criteria

Although each institution will have to develop its own analysis of
the pros and cons of various eariy-retirement alternatives, a tentative
evaluation of the alternatives follows. It is summarized in Table 17. \

Alternative 1: Full Salary Early Annuity. This alternative frees f ew;’
funds because the employee’s salary is continued; although for long-ternd’
employees with substantial pension accumulations, a moderate amou
of funds may be fredd. This plan has a high acceptance rate. Unlgss
money, is no otject, Howeyer, few employees can be replaced throughkit
because so little money is released per retiree. The employee who retires
under this option has & higt income replacement level. The option is easy
to administer, since the organization in essence selects peoPle to partici-
pate. Still, there may be legal problems because of the limfation on the
amount that can be added 10 one’s pension at retirzment and because the
offer is made only to selected employees. There may be political
problems as well, since other employees may see this arrangement as
lavish payment for poor performance. The question of market feasibility
does not apply, for the early retiree would not be reemployed, nor would
he need to reemploy with such a substan.ial income.

Alternative 2: Severance Payment. This alternative often frees a
sizeable portion of the early retiree’s salary line because the lump-sum
payment may be equivalent to only one year’s pay. Larger lump-sum
payments, of course, mean fewer dollars for hiring new employees. The
employee replacement rate is high under this option for two reasons:
(1) a substantial portion of an employee’s salary line’ remains after this
alternative is financed, and (2) the option usually appeals to a sizable
number of employees. However, these persons may retire only a year or
two early. This option produces a medium to low incomc-r%lacement
level since one year’s salary is spread over several years. The Scheme is

*
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Table 17 Summary Evaluation ¢f Ten Early Reti.ement Optiond™

Criterion

Potential Employee Retirement Admin-
Funds Replacement Income istrative Legal Political Market
Option Freed Rate Level Feasibility Feasibility Feastbility Feasibility
Full-Salary . .
Annuity Low Low High High Low Low NA

Severance Medjum to Low to .
Payment High ‘l;ligh Medium High High Medium Medium
B ha ] )

Individual- . . . P
Based Medium Medium Medium Medium Medium Medum -~ _Medium
Annuit)!
Group-Based . ' Low to ;
Annuity . Medum Medium Medium Medium Medium Medium Medium
Partial )
Employment- Low to Low to : Medium to
Individual Medum Medium High Medium’ Medum !»hgh Low
Annuity  _ . N

i
Partial
Employment- Low to Medium to
Group-Based Medum Medium High Medium Medium High Low
Annuity




Table 17 Continued

Criterion
Potential » Employee Retirement Admun-
Funds Replacement Income istrative Legal Political Market
Option Freed Rate Level Feasibility Feasibility ~ Feasibuity Feasibility
Continuied . No :
Payment to High Low interim High Medium. Medium Low
Employee’s Annuity
Annuity .
Severence ’
Payment Plus Medium to . Med:um .
Continued High High (Little Change) High Med.um High Medium
* Payment to
Annuity
Liberalized .
Benefits Medium . .
Schedule Low Low (Little Change) Low High High Medium
High per
Acceptance - Medium
Continuation = ----=--=m--r--=sss=sees Low (Little Change) High High High Medium

of Perquisites

Low Probability
of Acceptance

’
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CONCLUSION

relatively simple to administer; eligibility criteria are easily defined, bene-
fits are easily calculated, and there are no such problems as finding part-
time employment for the early retiree. Furthcrmore, as basically a one-
time commitment to the retiree, the arrangement can be offered during
limited time periods. However, it may be difficult to estimate the number
of persons who will elect it. There should be few legal problems if
employees volunteer for the option. Since the potential retiree will
receive less than full salary at early retirement, there‘should be oniy
moderate political difficulty with this option. There may be market-
feasibility questions associated with this alternative. Some persons may
resist accepting the option, fearing they may not be able to reemploy
should their early-retircment income be insufficient.

Alternative 3: Individual-Based Early Annuity. Despite freeing
fewer funds than the severance-payment scheme, this option may still
free a moderate amount of funds, depending on how generous the
supplemental payment: are and whether cost-of-living adjustments are
made. It also allows a' medium employee-replacement rate. Becruse the
supplement is paid for life, the retiree achicves a medium retirement in-
come. A modest number of employees may elect this plan, but they may
do so a few years earlier than they might under the lump-sum arrange-
ment. Administrative difficulties include encouraging the ‘‘right’’ per-
sons to take early retirement and correcily esiimating the number of per-
sons who will accept the option. Participation might be controlled some-
whati by offering the option for limited periods. There are apparently no
exceptional legal problems with the option, as long as employees
voluntarily elect it. An institution will need legal advice on financing the
supplemental payment. Political problems promise to be unexceptional
but market feacibility may be an issue. Persons who fear they may not be
able to obtain needed part:time employment after retirement may reject
this option.

Alternative 4: Group-Based Early Annuity. Like the individual-
based annuity, this scheme frees a moderate amount ot: funds per early
retiree and allows a medium replacement rate. Since this alternative
would offer lower-paid employees comparatively high annuities for retir-
ing early, higher replacement rate among such employees might result.
These early retirees would receive a moderate retirei.sent income, and
their supplemental payments would continue for life. There may be rela-
tively few administrative problems with this option because the structure
of its benefit schedule may encourage the ‘‘proper’’ employees to volun-
teer for early retirement. Nor should there be any exceptional lggal praob-
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lems, although the option may be less than poli‘tically acccptable;’opposi-
tion to offering lower-paid employees larger supplemental annuities is
predictable. Market feasibility may be agoncern if the early retirees feel
they may need to reemploy even’ually. In some fields, reemployment
possibilities are limited.

Alternative 5: Individual-Based Early Annuity with Partial Employ-
ment. This option, providing a greater early-retirement income to the
retiree by combining part-time reemployment with the early annuity,
frees only a low-to-medium amount of funds for hiring new employees.
In most cases the funds freed will permit only a partial replacement.

.Savings might be ‘ntrally pooled and then reallocated, or they might be
combined within  epartment to permit new hiring Consequently, only
a low-to-mediun, employee-repla_ement rate obtains. Although the
employee’s retirement income may be as high as his preretirement
income, he must work part-time to obtain that income. Administering
this option may be troublesome, for the institution will have to arrange
for an employee to be retired and then rehired. Furthermore, this option
does not always release the office Space used by the part-time retiree; so,
in fact, increased space demands may result. No unasual legal problems
should arise. The major potential objection again should be the 1ssue of
paying someone to retire early. However, since the person is still
employed on a part-time basis, this objection should be less severe as a
political issue. In fact, this option is supported by persons who see 1t as
ap opportunity for employees to gradually enter retirement. Since the
person is being reemployed, market feasibility is an issue; there inust be
something for the reemployed person to do. Many curient faculty mem-
bers have indicated that they would prefer early retirement with part-
time reemployment. They have stated these preferences without a clear
understanding of what the part-time job might be. Some recent incentive
retirees who reemployed on 3 part-time basis wanted to teach small,
graduate-level seminars, but their deans or chairmen wanted them to
teach large introductory courses for uadergraduates. T“inding mutually
agreeable part-time tasks may be difficult.

Alternative 6: Group-Based Early Annuity wuh Partial Emptoy-
ment. The evaluation of this option is similar to that of the partial
employment plus individual-based annuity. A moderate amount of
money is freed. There is a low-to-medium employee-replacement ratio.
The employee receives a high retirement income. There are no unusual
legal problems, and few political questions are raised; but there must bea
market for the retiree’s skills.

.
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Alternanve 7: Continued Annuity Contributions. Since the only
commitment the institution makes to the early retiree under this option 1s
continuel payment to his annuity fund, there is a great deal of money
freed per retiree. However, few persons would elect this option, so its
employee-replacement rate is low. The early retiree receives no early-
retirement income. An easy alternative to administer because of its
modest additional benefits and lack of salary supplements, this option
might raise legal questions about the way in which the payments are
made to the employee’s annuity account. This is a politically feasibje
alternative because of its modest additional benefits. However, it may be
acceptable only to employees who have the option of reemployment after
retirement.

Alternative 8: Scverance Payment with Continued Annuity Contri-
bunions. Depending on the size of the severance payment uader this op-
tion, there may be a medium-to-high level of funds freed per early
retiree. The severance payment makes this an attractive option and
shouid produce a high employee replacement ratio. The early retiree’s
early retirement income would be nodest, varying with how the sever-
ance payment was made. The option should be casy to administer unless
there i3 difficulty deciding the size 01 the supplemental payment. Its legal
difficulties are related to the way in which the severance payment and
annuity payments are made. There may be a few political problems if the
severance payment is very large. Yet if the supplemental annuity is small,
the option may appeal only to persons whe are able to reemploy after
retir¢ nent.

Alternative 9: Liberalized Benefits Schedule. This option frees few
funds beczuse in most cases across-the-board benefit levels could not be
raised high enough to cause many people to retire early.' Although a full
salary line would be released tor each early etiree, few new employees
could be hired because so few persons wr ald elect this option. There
would be little change’in the level of retirement income with this option
because increasing funds for all retirees results in little increase¢ for any
particular person. Implementation difficulties would stem from the re-
quired modification of the esitire retirement program, but there would be
no exceptional legal problems. Since it would affect all employees, the
change would *e politically acceptable. Market feasibility might be an-
issue if the early retirees terminate a number of years before the manda-
tory age. Some persons would select this option only if they were confi-
dent of finding new work.
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Alternative 10: Conunuation of Perquisites. This alternative,
though it would freé close to 100% of salary funds per ncceptance, may
not be sufficiently attractive to encourage additional persons to retire
early. Consequently, it would result in a2 low-employee-replacement rate.
The option would have little or no effect on the size of one’s annuity,
except as it might reduce one’s out-of-pocket expenditures. It would be
easy to administer, since it would not affect the basic retirement plan. It
promises few if any legal difficulties and should be politically acceptable
because it applies to all retirees. Acceptance of the option may depend on
the extent to which potential participants feel they may need to reemploy
elsewhere. )

POLICY CONSIDERATIONS

The decision to adopt an incentive earlv-retirement scheme can be
inade omty after a careful analysis of institution-specific data and legal
counsel. Although key issues would certainly include manpower needs
and cost, there are other policies to be considered by colleges and univer-
sities needing to increase turnover and open the ranks to employees with
n.w skills and qualifications.

Develop a Mechanism for Faculty Review and Evaluation. Were
faculty members to engage in periodic review and evaluation, part of the
need for mid-career change and early-retirement programs r-ight be
eliminated. The less-productive faculty members might recognize the
desirability of changing careers while they still have the opportunity to
do so. The eventual abolition of mandatory retirement will force colleges
and universities to develop such mechanisms. One’s right to continue in a
given position will soon be established through the application of clearly
stated criteria and procedures.

Provide Retirement and Financial Counseling. Prospective
retirees, and young employees as well, need advice about their retirement
program and other investment options. Workers need to save for retire-
ment when they are young so that their funds have time to compound.
Money added to a pension fund late in one’s career simply does not have
time to grow. A number of our respondents stated that they realized they
should have sought pension and investment advice, but for some reason
failed to do so. Institutions might advise current employees about vari-
ous ways of preparing for retirement and offer information about the
experiences of persons who followed these suggestions.

2U3
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Disseminate Information about the Options. Getting the informa-
tion about the alternatives to the rignt persons may not be easy.
Employees tend to have iittle interest in their pension program until they
near retirement. Although the availability of a special option might be
publicized in general notices, a more direct approach may be necessary.
Each eligible early retiree might be given a notification of his eligit (lity
and a description of the early-retirement arrangement. Where possible,
one office should handie the early-redrement arrangements and serve as
sole contact for the early retirees. However, early retirement is both an
academic and a personnel issue, so institutions may nced to assign h
academic officer to heip retirement personnel process applications.

Assure Academic Units Some Return from Early Retirements. A
callege, school, or department'might be reluctant to become involved 1n
an early-retirement alternative if it would mean the loss of a faculty posi-
tion. In some cases this loss is unavoidable, as when a unit is heing
reduzed in size or eliminated. In cases where an early retiree will be
replaced, academic units need to be assured they wil! receive funds with
which to hire the replacement. Early retirees i1.:ght be replaced on a one-
to-one basis campus-wide while individual units still suffer losses. Gains
and losses could be balanced in a campus-wide accounting procedure
guaranteeing every academ;c unit a certain return on all early retirements
during the year. If there were a central pool and a department had the
opportunity to hire a great :cholar, the department 1. ‘ght horrow a pos:-
tion into which that pe son could be hired and give up a position later.

Do Not Necessarily Hire All Young Repiacements. Consider how
new appointments will affect faculty flow and replacement in years to
come. In order to achieve flexibility in hiring, a central pool of
reallocatable slots might be considered, and temporary appointments
might be used to level fluctuations if the number of permanent full-time
faculty members must remain constant.

Recognize Potential Contributicns from Emeriti. Both manda-
tory-age and early retirees may-desire to continue a relationship ‘vith the
university. Although a physical facility may not be essential, there
should be provisions made for emeriti who want to participate in projects
and activities. A number of recent retirees said they would have liked to
continue an association with their campus, and some were willing to
carry committee assignments and the like.

Continue Certain Perquisites. An institution would not be making '
a mistake in the eyes of retirees if it provided a few nonpecuniary perqui- .

ERIC




O

ERIC

Aruitoxt provided by Eic:

POSTLUDE 195

sttes such as listings in the faculty directory, extended library privileges,
campus parking, ¢ ccasional secretariai services, office space, free faculty
clu’ membership, and reduced prices for cultural and sports events. Of
course, the benefits would be a cost to the institution. But in most cases
the cost would be minimal.

A WORD OF CAUTION

As mentioned 1n chapter 6, the provisions of the ADEA, ERISA and
sections 403 (b) and 415 of the Internal Revenue Code require caution in
the application of the alternatives outlined in this book. The ADEA
prohibits involuntarily retiring an employee merely because of age.
ERISA limits the amounis that may be added to an individual’s pension
account, and any institution desiring to supplement a retiree's annuity
benefits shou!d consult legal counsel about possible problems. Although
public pension plans are exempt from ERISA, individuals are not exempt
from provisions of the Internai Revenue Code. The way in which the
supP!ement i¢ purchased and paid to the employee should be reviewed by
legal counsel,

POSTLUDE

There seem to be enormou- advantages t0 a university’s removing
people who are nired, ineffective, or disaffected. Our research indicated
that such persons do exist within academia, and mid-carcer and early-
retiremert options are ways (¢ deal with their needs. Institutions mvst
realize that although these options may open the faculty ranks to new
employees with needzd qualifications and skills, financial costs are in-
volved. Persons considering changing careers and potential early retirees
must understand that although these options may permit them to pursue
new interests or to leave an undesirabie situation, they may have to en-
d- re sorie financial loss. Nonetheless, it appears that mid-career change
and early retirement can be beneficial to both institutions and individ-
uvals.

Obviously this conclusion does not suggest that most middle-aged
academics should find new careers, nor does it suggest that all older aca-
demics should retire early Finally, we do not suggest that academics be
barred from continuipd past the normal retirement age. But our research
does point out that early retirees and persons who have made mid-career
changes are generally faring well.
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CONCLUSION

It is imnportant that employees know about career options in order to
make intelligent decisions about their futures. Similarly, institutions
need to be aware of these alternatives so they can plan. There are unseen
consequences of indentured labor—in particular, the effects of the alien-
ated on other faculty members. Administered deftly, mid-career change
and early-retirement options could respond to this problem as well as to
some of the problems of the steady-state university. .

NOTE

1. As noted earlier, across-the-board increases in early-retirement benefits
may be very expenstve, To make the increases large enough to encourage
persons to retire earlier than planned would create dangerously high pen-
sion costs. Sce William C. Greenough and Francis P. King, ‘‘Is Normal
Retirement at Age 65 Obsolete?'" Pension World 13, no. 6 (June 1977):

35-36. /—
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GUIDE TO ADMINISTRATOR INTERVIEWS*

What is your basic mandatory-retirement provision?
What is the basic early-retirement provision?

3. What is the zssence of the increased-benefits early-retirement
grrangement?

a. Atwhom is the arrangement aimeda?

b. What is the financial inducement?

¢. Isthere a provision for cost-of -living adjustments?

d. What inducemerts other than financial does the arrangement in-
clude?

e. How were the benefit levels determined?

.. Whai are the eligibility requirements?
—years of service

. —minimum age

—other

g. Isita formal or informal program?

-

* These questions were devised as an interview guide. The actual interviews were conducted

as conversations, varying according to the unique circumstances of each institution

$
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4. What were the sources of the incentive early-reurement concept?
a. Who were the key actors?
b. What roles did they play?
5. Why was the concept originally considered?
6. What other early-retirement schemes were con: :dered?
a. Why were theay dismissed?
b. What inducements other than money were considerzd?
7. How many early retirements have yo,gL had under thi: arrangement?
8. What factors caused employees to agree to early retirement?

. 9. Were there any inaividuals who formally considered early retire-
ment but did not take it? How many? Why did they not take the
arrangement?

10. How was the policy announced/publicized/promoted? Generally,
" how were workers informed?

11. How were the early retirements handled?
a. How extensive werethe negotiations?
b. Who were the key individuals involved in these 5. gotiations?
¢. What were their roles?
12. Was special counseling provided potential early retirees?
13. Whatis your general evaluation of incentive early retiremet?
As a policy/program
Administrative aspects
Do superiors understand the prog:am?
Are the “‘right’’ people being selected?
How might the program be improved?

Beyond money, what should bé part of an early-retirement pro-
gram?

-~ a0 g

GUIDE TO EARLY RETIREE INTERVIEWS*

1. When did you retire? How old were you? How many years had you
been employed by the umiversity (company)? ~

* These questions were devised as an interview guide The actual interviews were conducted
as conversations, varying according to the umique circumsiances of each individuat

O

ERIC 205




O

ERIC

Aruitoxt provided by Eic:

10.
1.

12.

13.

14.

£ GUIDE TO FARLY RETIREE INTERVIEWS 7 199
L ]

What position 'did you hold at the time you retired? (For faculty:

" What was your academic ficld?)

What particular early-retirement arrangement was,made in your
case? How does this arrangement differ from normal mandatory or
early retirement? In addition to direct benefits, what fringes were
provided, such as medical coverage, health and life insurance, office
and lab space, secretarial services, library and parking privileges,
etc?

Had you always expected to retire when you did? If not, when did
you originally expect to retire? When did you start to think seriously
about early retirement?

What caused you to consider retiring early? Was there any special
impetus in the last year or so before retirement?

. Befare you retired, did you talk ‘witﬁ other persons about when you

should retire?

How did you initially become awere of the early-retirement arrange-
ment? .

. Wheum, in relation to other events, did you and your immediate

super1” first discuss early retirement? Who first raised the issue of
whether you should retire . arly? Why? What was the other’s
reaction? ¢

Did you discuss early retirement with any other administrator
{manager) before aiscussing it with your immediate superior? Who
was it? When did this discussion take place? Who first raised the
1ssue of whether you should retire early? Why? What was the other’s
reaction? . " N

Did ycu feel any pressure from your saperiors to retire early?

What was the administrative procedure for handling your early
retirement? (Who was involved, and what roles did they. play?)

How would you evaluate the administrative handling of your early
retireinent? (How satisfied are you with the way it 'was handled?
What administrative changes do you feel are needed?) .

How would you evaluate the provisions of the eariy-refirement
arrargsment? (How satisfied are you with those provisions? What
changes or alternatives would you suggest?)
How c<ztisfied are you now with your decision to retire carly? What
are your main reasons for feeling this way?
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16.

17.

18.

20.

21

22,

23

24.

25.

APPENDIX

If you were able to make your decision of when to retire over again,
under the same circumstances, w'at would you do? Retire sooner?
Retire at about the same time? Retire later? Why?

Would you have retired even earlier if the conditions of the early-
retirement arrangement had been different? If yes, what would have
been the necessary conditions? Assuming these ¢onditions could
have been met, at what age might you have retired?

Beyond making financial plans, how did you piepare for ear
retirement? Did you find this useful? Other than financially, how
would you prepare for early retirement if you were doing it over
again?

What financial plans did %ou make for your retirement? How long
before you retired d 4 you Pegin to make ihese plans? Did you make
these plans specifically fof early retirement, or were they plans you
would have rade anyway? Did you change, or reevaluate, your
financial plans when you decided to retire early? In what way?

Nid you receive any formal counseling about early retirement? If so,
did you find it benef‘wal" If not, do you feel you needed any?

Have you worked for pay since your initial rejirement from the uni-
versity (compan_')? What was the nature of/this work? How much
time was ¢ommitt.d to it?

Are you now working for pay? If so, are you satisfied with the
amount you are now working, or would you rather be working more
or less? Why? If you are not now working for pay, would you like to
have some kind of paid employment? Why?

What types of incomesg;o’aﬁ presently have? Which sources of in-
come provide you: primary support?

How does your present standard of living compare with your stan-
dard of living before retirement? How does it compare with what
you expected it toghe?

What are your current leisare, professional, and volunteer activ-
ities? How do they relate to what you were doing before you retired?
Are you continuing any of the professional activiiies you were en-
gaged in before you retired? What arg your plans for the next few
years”

Compared with your life before retirement, how happy are you with
your life now? Why?




26.

27.
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Do you know of any colleagues who considered and then decided
against retiring early? If yes, why did they decide against it?

What do you feel are the essential ingredients for a successful early
retirement?
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Academic achievement, measures of, 81

Accelerated retirement prog: m, §1-52
Acceptance rages
local estimates required, 108
of early retirement, 3i-41
Accounting procedure canfpus-w:dc, 194
ACE data, 126
Actuanal discount, 30-3§. 37, 39, 41
hberalized, 30-35, 41
none, 30-34, 37, 39, 41
Actuanal equivalent, 91
Actuanal reduction, 30-3§, 41, 44, 51
in academia, 47 ,
hberalized, 30-35, 41
none, 30-34, 17, 39, 41
Actuarial tables, 91
ADEA
amendments, 169, 172
exemption of professors, 159
Admmistrative problems, 81
Age
as an mdicator of job qualfication,
169
as an occupational qualificattion, 170,
171
as a '‘suspect class’’, 175
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As universities are faced with bud-
getary cutbacks’ and increasing pres-
sure to integrate younger,academics,
women, and minorities into their
faculty ranks, ACADEMIA IN TRANS-
ITION is essential reading for all
academics considering early retirement
schemes or “mid-career change as a
personal option. It will be particularly
valusble reading_ for administrators
charged with planning early retirement
schemes and mid-career change support
systems for theu faculty
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